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Members  of  the  Fifty-Fifth  Legislature 
Members  of  the  Revenue  Oversight  Committee 

In  support  of  Section  5-12-302,  MCA,  I  submit  this  report  on  state  revenues,  with  particular  emphasis 
on  the  economic  assumptions  and  revenue  estimates  adopted  by  the  Revenue  Oversight  Committee 
on  December  2,  1996.  It  is  intended  to  be  used  as  a  reference  in  establishing  the  final  legislative 
revenue  estimates  in  House  Joint  Resolution  2. 

This  report  is  a  component  of  a  multi-volume  budget  analysis  prepared  for  the  1997  Legislature. 
Other  volumes  include:  1)  the  "Overview  and  General  Reference"  volume  that  presents  a  broad  fiscal 
overview  and  discusses  significant  fiscal  issues  as  well  as  fiscal  reference  material;  and  2)  "Agency 
Budgets  -  Volumes  1  and  2",  which  are  a  combined  presentation  of  this  office  and  the  Governor's 
Office  of  Budget  and  Program  Planning.  Those  volumes  provide  the  Governor's  agency  budget 
recommendations  along  with  the  Legislative  Fiscal  Division's  detailed  analysis  of  the  components  of 
the  Executive  Budget.  The  index  in  this  volume  provides  reference  to  the  other  budget  documents  as 
well  as  this  volume. 

The  staff  of  the  Legislative  Fiscal  Division  look  forward  to  being  of  service  to  the  legislature  during 
the  1997  session.  We  are  here  to  assist  all  legislators  in  obtaining  the  best  possible  fiscal  information 
to  facilitate  setting  fiscal  policy  and  appropriations.  We  welcome  any  comments  you  may  have 
regarding  the  format,  content,  and  usefulness  of  this  report,  as  they  will  be  helpful  in  our  future 
efforts  to  provide  fiscal  information  for  legislators. 

I  am  deeply  indebted  to  the  LFD  staff  for  the  long  hours  and  personal  sacrifice  in  preparing  for  the 
1997  session.  I  particularly  note  the  work  of  Terry  Johnson  and  his  Revenue  Analysis  staff  of  Jim 
Standaert,  Nan  LeFebvre,  and  Mary  Longmaid  in  preparing  this  volume. 

Respectfully  submitted, 

Clayton  Schenck 
Legislative  Fiscal  Analyst 
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REVENUE  SECTION  INTRODUCTION 


Introduction 

The  budget  for  the  state  of  Montana  for  the  1999  biennium 
depends  upon  the  current  and  future  economic  condition  of 
the  state,  nation,  and  world.  Rapidly  changing  technology, 
enhanced  global  economic  interdependence,  major  changes 
in  regional  and  international  trade  agreements  such  as 
NAFTA  and  GATT,  and  congressional  response  to  our 
federal  deficit,  all  have  the  ability  to  impact  the  state's 
economy  more  than  ever  before.  Economic  events  occurring 
locally,  as  well  as  globally,  affect  tax  receipts  and  influence 
the  costs  of  goods  and  services  purchased  by  state 
government.  Because  of  this  potential  impact,  economic 
assumptions  are  clearly  a  vital  component  in  formulating  the 
biennial  budget. 

In  formulating  economic  assumptions,  the  key  economic 
variables  targeted  as  most  affecting  state  government 
receipts  and  disbursements  are:  Montana  total  personal 
income,  Montana  population  and  employment  levels, 
inflation  rates,  energy  prices,  and  interest  rates.  In  the 
following  section  entitled  "Economic  Overview",  detailed 
information  is  provided  on  each  of  these  key  variables, 
including  historical  data  and  current  trends  on  a  statewide 
and  national  basis. 

Following  the  economic  overview  is  a  list  of  "economic 
assumptions"  adopted  by  the  Revenue  Oversight  Committee 
(ROC)  on  December  2,  1996.  These  assumptions  were  used 
in  formulating  the  general  fund  revenue  estimates.  The 
assumptions   and   resulting    revenue    estimates   will    be 


presented  to  the  1997  legislature  in  accordance  with  section 
5-18-107(5)(b),  MCA.  This  statute  specifies  that  ROC's 
estimate,  as  introduced  in  the  legislature:  "constitutes  the 
legislature's  current  revenue  estimate  until  amended  or  until 
final  adoption  of  the  estimate  by  both  houses."  It  is  intended 
that  the  legislature's  estimate  and  the  assumptions 
underlying  the  estimates  will  be  used  by  all  agencies  with 
responsibilities  for  estimating  revenues  or  costs,  including 
the  preparation  of  fiscal  notes. 

The  economic  assumptions  adopted  by  ROC  are  reflected  in 
the  more  detailed  general  fund  information  that  follows  the 
discussion  of  the  key  economic  variables.  The  general  fund 
revenue  section  begins  with  an  overview  of  the  major 
components  contributing  to  the  general  fund  and  the  amount 
of  revenue  projected  as  a  result  of  the  assumptions  adopted 
by  ROC.  Historical  and  statistical  information  is  also 
presented  on  key  revenue  sources. 

Senate  Bill  83,  passed  by  the  1995  legislature,  revised  laws 
concerning  dedicated  revenue  and  statutory  appropriations, 
changing  the  method  of  accounting  for  revenue  formerly 
deposited  into  the  school  equalization  account  (SEA).  All 
sources  of  revenue  previously  deposited  in  the  SEA  are 
deposited  in  the  general  fund  beginning  in  fiscal  1996. 

The  1995  legislature  appropriated  funds  to  the  Office  of 
Budget  and  Program  Planning  (OBPP)  to  continue  the 
contract  agreement  with  Wharton  Econometrics,  the  firm 
selected  to  provide  short  and  long-term  economic  forecasts 
to  OBPP  and  the  Legislative  Fiscal  Division  (LFD). 
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ECONOMIC  OVERVIEW 


Personal  Income 

Montana's  total  personal  income  is  defined  as  labor  income, 
transfer  payments,  dividends,  interest,  and  rents,  less 
personal  contributions  for  social  security.  This  variable  is 
critical  in  budget  development  because  of  its  impact  on  state 
government  tax  receipts  and  disbursements.  Total  personal 
income  not  only  limits  the  growth  in  government 
disbursements,  it  also  reflects  the  ability  of  the  people  of 
Montana  to  purchase  food,  clothing,  automobiles,  and  other 
items.  Collections  of  personal  income  tax,  corporate  income 
tax,  and  many  other  taxes,  such  as  liquor  and  insurance,  are 
affected  by  personal  income  levels. 


From  1971  to  1995,  total  personal  income  increased  510 
percent  in  Montana  versus  582  percent  nationally.  The 
state's  per  capita  income  for  calendar  1995  was  $18,451 
compared  with  the  national  figure  of  $23,208.  As  shown  in 
the  table  that  follows,  Montana's  growth  in  total  personal 
income  is  expected  to  lag  that  for  the  United  States  (U.S.)  in 
calendar  1996,  and  exceed  national  income  growth  in  1997 
and  1998,  and  then  match  the  national  growth  rate  in  1999. 
This  trend  is  premised  on  moderate  economic  growth  and 
the  continued  shift  in  employment  from  basic  industries  to 
the  service  sectors. 

The  following  tables  summarize  personal  income  statistics 
for  Montana  and  the  U.S. 
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Montana 

Montana 

— ns 

Personal 

Percent         Wage&Salary 

Percent 

Personal 

Percent 

Year 

Income 

Change 

Income 

Change 

Income 

Change 

A    1973 

$3,576,381 

$1,837,813 

$1,099,306 

A    1974 

3,880.676 

8.51% 

2,065.305 

12.38% 

1,208.349 

9.92% 

A    1975 

4,234.215 

9.11% 

2,266.340 

9.73% 

1,310.949 

8.49% 

A    1976 

4,565.024 

7.81% 

2,519.252 

11.16% 

1,451.346 

10.71% 

A    1977 

4,947.891 

8.39% 

2,806.663 

11.41% 

1,606.998 

10.72% 

A    1978 

5,875.492 

18.75% 

3,212.527 

14.46% 

1,814.490 

12.91% 

A    1979 

6,336.245 

7.84% 

3,591.440 

11.79% 

2,041.337 

12.50% 

A    1980 

6,961.953 

9.88% 

3,870.595 

7.77% 

2,279.172 

11.65% 

A    1981 

7,873.051 

13.09% 

4,229.055 

9.26% 

2,549.086 

11.84% 

A    1982 

8,277.643 

5.14% 

4,345.579 

2.76% 

2,708.629 

6.26% 

A    1983 

8,687.858 

4.96% 

4,520.299 

4.02% 

2,886.185 

6.56% 

A    1984 

9,188.687 

5.76% 

4,707.860 

4.15% 

3,194.722 

10.69% 

A    1985 

9,339.366 

1.64% 

4,767.322 

1.26% 

3,427.423 

7.28% 

A    1986 

9,894.001 

5.94% 

4,710.578 

-1.19% 

3,635.655 

6.08% 

A    1987 

10,162.831 

2.72% 

4,827.974 

2.49% 

3,862.977 

6.25% 

A    1988 

10,355.403 

1.89% 

5,104.346 

5.72% 

4,160.730 

7.71% 

A    1989 

11,348.614 

9.59% 

5,357.027 

4.95% 

4,474.014 

7.53% 

A    1990 

12,031.094 

6.01% 

5,706.942 

6.53% 

4,774.005 

6.71% 

A    1991 

12,887.062 

7.11% 

6,071.947 

6.40% 

4,950.808 

3.70% 

A    1992 

13,640.752 

5.85% 

6,519.817 

7.38% 

5,248.619 

6.02% 

A    1993 

14,816.921 

8.62% 

6,946.991 

6.55% 

5,471.129 

4.24% 

A    1994 

15,158.279 

2.30% 

7,339.619 

5.65% 

5,739.851 

4.91% 

A    1995 

16,052.167 

5.90% 

7,696.882 

4.87% 

6,097.977 

6.24% 

F    1996 

16,551.630 

3.11% 

8,092.569 

5.14% 

6,427.268 

5.40% 

F    1997 

17,349.705 

4.82% 

8,482.358 

4.82% 

6,703.641 

4.30% 

F    1998 

18,189.688 

4.84% 

8,897.264 

4.89% 

7,018.712 

4.70% 

F    1999 

19,098.768 

5.00% 

9,336.430 

4.94% 

7,369.648 

5.00% 

Total  Personal  Income  Comparison 

20% 
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Employment 

Total  state  employment  measures  the  ability  of  the  state's 
economic  base  to  provide  jobs  for  its  residents. 

When  forecasting  state  revenues,  non-farm  wage  and  salary 
employment  is  used  as  a  proxy  for  employment  levels.  Even 
though  this  statistic  does  not  include  all  employment,  it  does 
provide  a  consistent  indicator  of  the  relevant  labor  market. 

Employment  levels  in  the  state  impact  wage  and  salary 
income  and  are  also  indicative  of  the  state's  business 
activity.  The  relationship  among  wage  and  salary  income, 
consumer  spending,  and,  ultimately,  corporate  profits 
explains  why  personal  income,  corporate  income,  and 
sumptuary  taxes  are  affected  by  changes  in  this  variable. 

From  calendar  1973  to  1995,  Montana's  non-farm  wage  and 


salary  employment  grew  by  about  56  percent  or  126,100 
jobs.  Almost  all  of  this  increase  was  in  the  wholesale/retail 
trade  and  service  sectors.  Traditionally,  these  jobs  have 
been  at  the  lower  end  of  the  pay  scale.  In  the  1980s,  the 
manufacturing,  mining,  construction,  and  transportation 
sectors  experienced  decreased  employment.  These  jobs  tend 
to  have  higher-than-average  salaries. 

The  table  below  provides  historical  and  forecast  values  for 
non-farm  wage  and  salary  employment.  Employment  is 
expected  to  increase  approximately  2.2  percent  per  year  in 
calendar  1996  through  1999.  Most  of  the  growth  is  expected 
in  the  services  sector. 

Since  1973,  Montana's  average  annual  growth  rate  in 
employment  has  been  2.0  percent.  The  majority  of  this 
growth  occurred  in  the  1 970s  and  in  the  early  1 990s,  after 
stagnating  during  the  1980s. 


C 

Y 

1975 

Total 

^on-Farm 

Jobs 

238.200 

Percent 
Change 

Total 

Service 

Jobs 

103.400 

Percent 
Service 

43.41% 

Montana  Non-Farm  Wage  &  Salary  Jobs! 

400 

8% 

1976 

251.000 

5.37% 

111.400 

44.38% 

j[ 

1977 

265.000 

5.58% 

116.400 

43.92% 

a                                                                       />         " 

6% 

1978 

280.400 

5.81% 

124.800 

44.51% 

350 

B|                                             W 

1979 

283.900 

1.25% 

127.700 

44.98% 

I                           a  ■ 

1980 

280.400 

-1.23% 

127.400 

45.44% 

us 

1                            /uJ\ 

4% 

1981 

281.800 

0.50% 

129  000 

45.78% 

o 

1                              WU  \ 

u 

60 

1982 

273.900 

-2.80% 

128.200 

46.81% 

o 

Q?\j         Al 

1983 

276.000 

0.77% 

131.400 

47.61% 

■o    300 

1          3       /  J*^          »e»o_ 

2%    U 

1984 

281.200 

1.88% 

135.500 

48.19% 
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-A— j     /■!       \m 
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1985 

279.200 

-0.71% 

135.200 

48.42% 

(2 

T  \  sttT"? 

u 

a. 

0% 

1986 

275.500 

-1.33% 

134.700 

48.89% 

/   i  /\  i  \  i 

1987 

275.900 

0.15% 

137.700 

49.91  % 

250 

J     u  \  i    \J 

1988 

283.000 

2.57% 

142.700 

50.42% 

r     o  w    m 

1989 

291.100 

2.86% 

149.300 

51.29% 

V 

-2% 

1990 

297.300 

2.13% 

153.400 

51.60% 

a 

1991 

303.900 

2.22% 

158.900 

52.29% 

200 

-i% 

1992 

317.100 

4.34% 

167.000 

52.66% 

1975         1979        1983         1987        1991         1995         1999 
1977         1981          1985         1989         1993         1997 

1993 
1994 
1995 

325.800 
340.200 
350.700 

2.74% 
4.42% 
3.09% 

174.100 
184.300 
192.700 

53.44% 
54.17% 
54.95% 

Forecast 
Forecast 
Forecast 
Forecast 

1996 
1997 
1998 
1999 

358.300 
366.000 
373.900 
382.000 

2.15% 
2.16% 

2.17% 

199.900 
206.800 
213.900 
221.300 

55.797o 
56.50% 
57.21% 
57.93% 

g  Actual         ^Forecast      y%  Change! 
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Population  and  Employment 

Changes  in  state  population  have  an  effect  on  state 
government  receipts  and  disbursements.  During  times  of 
strong  economic  growth,  additional  job  opportunities  are 
produced  to  accommodate  a  growing  population.  Higher 
employment  produces  greater  state  revenues  to  support 
growing  education  and  human  service  needs.  As  economic 
growth  moderates,  unemployment  may  increase,  thereby 
impacting  revenues  available  for  state  and  local  government 
services. 

From  calendar  1973  to  1995,  Montana's  total  population 
grew  by  approximately  19.80  percent  or  144,000  people  -  an 
annual  average  rate  of  .83  percent.  Montana's  population 
peaked  in  calendar  1985,  then  subsequently  declined  until 
calendar  1991  when  population  began  to  increase  again.  In 
calendar  1992,  1993  and  1994,  population  increased  at  a 
faster  rate  than  in  any  other  year  since  calendar  1973, 
approaching  2.00  percent  per  year.  The  rate  of  growth 
dropped  to  1 .60  percent  in  calendar  1995. 

The  following  table  shows  the  relationship  between 
population  growth  and  employment.  Generally,  population 


growth  is  a  result  of  birth  rates  and  in-migration. 

When  employment  prospects  are  high,  more  people  in  their 
child-bearing  years  remain  in  the  state  while  non-residents 
tend  to  migrate  to  the  available  jobs.  There  is,  however,  a 
lag  between  increased  job  and  population  growth  as  people 
are  slow  to  acknowledge  increasing  (or  declining) 
employment  opportunities.  Job  growth  in  Montana  peaked 
in  calendar  1978  and  remained  stable  for  a  ten-year  period 
until  calendar  1988.  However,  population  increased  until 
calendar  1985,  after  which  it  declined.  The  resumption  of 
employment  growth  in  calendar  1988  did  not  spur  increased 
population  growth  until  calendar  1991 .  The  lag  between  job 
and  population  growth  is  highly  variable  and  is  somewhat 
contingent  on  job  opportunities  in  other  states  as  well  as  the 
type  of  new  jobs  in  Montana. 

The  high  rates  of  employment  and  population  growth 
observed  in  calendar  1992,  1993  and  1994,  are  expected  to 
moderate  in  the  future.  As  a  result,  Montana's  annual 
employment  growth  is  expected  to  be  near  2.20  percent 
while  population  growth  is  expected  to  be  about  1 .80  percent 
per  year. 
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Total 
Population 
Millions 

Percent 
Change 

Total 

Son-Farm 

Jobs 

Percent 
Change 

Montana  Data 

Total  Population  Versus  Non-Farm  Jobs 

1975 
1976 

0.747 
0.756 

1.20% 

238.200 
251.000 

5.37% 

1  0 

400 

1977 

0.768 

1.59% 

265.000 

5.58% 

jT 

1978 

0.780 

1.56% 

280.400 

5.81% 

J^ 

1979 

0.786 

0.77% 

283.900 

1 .25  % 

¥>         A  " 

350 

1980 

0.787 

0.09% 

280.400 

-1.23% 

J          k 

1981 

0.796 

1.18% 

281.800 

0.50% 

0.9 

a         a 

1982 

0.805 

1.13% 

273.900 

-2.80% 

f       r 

«> 

1983 

0.816 

1.37% 

276.000 

0.77% 

*F         m 

300  -g 

1984 

0.823 

0.86% 

281.200 

1.88% 

c 

»«»«.     h™    _Jn              |f 

o 

1985 

0.825 

0.24% 

279.200 

-0.71% 

J           Ht*"^^"                  f 

c 
250  J 

1986 

0.817 

-0.97% 

275.500 

-1.33% 

i 

f                       T 

1987 

0.809 

-0.98% 

275.900 

0.15% 

f             ^r"^*»«       d 

1988 

0.805 

-0.49% 

283.000 

2.57% 

0.8 

-                J*             umm 

1989 

0.806 

0.12% 

291.100 

2.86% 

_■■ 

1990 

0.799 

-0.86% 

297.300 

2.13% 

/ 

200 

1991 
1992 
1993 

0.808 
0.823 
0.841 

1.12% 
1.86% 
2.19% 

303.900 
317.100 
325.800 

2.22% 
4.34% 
2.74% 

(Actual  Population              A  Forecast  Population 

g Actual  Non-Farm  Jobs      ^  Forecast  Non-Farm  Jobs 

1994 

0.856 

1.78% 

340.200 

4.42% 

0.7 

' 

150 

1995 

0.870 

1.64% 

350.700 

3.09% 

1975        1979       1983        1987        1991        1995       1999 
1977        1981        1985        1989       1993        1997 

Forecast 
Forecast 

1996 
1997 

0.886 
0.901 

1.84% 
1.69% 

358.300 
366.000 

2.17% 
2.15% 

Calendar  Year 

Forecast 

1998 

0.917 

1.78% 

373.900 

2.16% 

Forecast 

1999 

0.934 

1.85% 

382.000 

2.17% 
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Energy  Prices 

Montana  has  a  vast  potential  for  oil,  coal,  and  natural  gas 
exploration  and  extraction.  Because  of  this  potential  and  the 
current  level  of  natural  resource  taxation,  energy  prices  play 
a  critical  role  in  the  budgetary  process.  Oil,  coal,  and  natural 
gas  severance  taxes  are  directly  affected  by  energy  prices. 


Oil 


Oil  well-head  prices  are  expected  to  average  $18,035  per 
barrel  during  calendar  year  1996,  decrease  to  $17,625  per 
barrel  in  calendar  year  1998  and  then  increase  to  $18,244  in 
calendar  1999.  The  current  relatively  high  price  per  barrel 
reflects  low  world  inventories  of  all  petroleum  products  and 
improving  economic  conditions  in  the  industrial  countries. 
The  Organization  Petroleum  of  Exporting  Countries  (OPEC) 
is  expected  to  increase  output  in  the  coming  year  and  IRAQ 
has  been  allowed  to  sell  limited  quantities  of  oil  on  the 
world  market.  These  events  should  lead  to  a  reduction  in  oil 
prices  during  the  forecast  period. 

Natural  Gas 

Under  the  federal  Natural  Gas  Policy  Act  of  1978,  prices  for 
all  new  gas  were  deregulated  on  January  1,  1985.  As 
anticipated,  prices  decreased  with  deregulation  due  to 
contract  renegotiations,  lower  import  prices  primarily  from 
Canada,  and  the  competitive  prices  of  other  fuels. 


Average  natural  gas  well-head  prices  were  relatively  high  in 
calendar  1996.  After  falling  in  the  summer,  natural  gas 
prices  reached  historic  highs  in  December  1 996  in  response 
to  cold  weather  in  the  Eastern  and  Southern  U.S.  Stocks  of 
natural  gas  are  also  low.  As  producers  build  stocks,  natural 
gas  prices  are  expected  to  decline  through  1998  and  then  rise 
slightly  in  calendar  1999. 

Coal 

The  coal  industry  in  Montana  and  the  rest  of  the  U.S.  is 
heavily  dependent  upon  demand  for  electrical  power. 
Moderate  economic  growth  at  the  national  level,  combined 
with  energy  conservation,  may  contribute  to  moderate 
electrical  usage  growth. 

With  low  demand  and  the  competitive  prices  of  other  fuels, 
coal  prices  have  remained  soft.  These  conditions,  in 
conjunction  with  a  shift  from  long-term  contracts  to  spot 
market  sales,  have  caused  prices  to  remain  stable  to 
declining  since  calendar  1988.  Because  of  the  soft  market, 
it  is  assumed  coal  companies  will  hold  prices  relatively 
constant  to  maintain  competitiveness  with  other  fuels. 

The  following  tables  provide  historical  and  projected  energy 
prices  for  oil,  coal,  and  natural  gas.  Historical  data  reflects 
information  reported  on  tax  returns,  while  forecasts  are  those 
adopted  by  ROC  during  its  December  1996  meeting. 
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Montana 

Montana 

Percent 

Montana 

Montana 

Percent 

Montana 

Montana 

Percent 

Oil 

Oil 

Change 

Coal 

Coal 

Change 

Nat.  Gas 

Nat.  Gas 

Change 

Year 

Price 

Production 

Oil  Price 

Price 

Production 

Coal  Price 

Price 

Production 

N.  Gas  Price 

A    1977 

8.582 

31.725 

4.344 

27.205 

A    1978 

9.253 

28.164 

7.82% 

5.154 

26.418 

18.63% 

A    1979 

12.279 

28.337 

32.70% 

6.951 

32.350 

34.87% 

A    1980 

22.250 

28.539 

81.20% 

7.724 

29.752 

11.12% 

1.419 

A    1981 

34.317 

29.639 

54.23% 

8.686 

33.188 

12.46% 

1.828 

40.225 

28.82% 

A    1982 

31.311 

29.944 

-8.76% 

9.759 

27.768 

12.35% 

2.067 

46.533 

13.07% 

A    1983 

28.804 

28.695 

-8.01% 

10.332 

28.609 

5.87% 

2.287 

46.036 

10.64% 

A    1984 

28.066 

29.602 

-2.56% 

9.846 

32.848 

-4.71% 

2.355 

47.281 

2.97% 

A    1985 

25.243 

29.318 

-10.06% 

9.592 

33.187 

-2.57% 

2.175 

48.669 

-7.64% 

A    1986 

13.518 

26.525 

^6.45% 

8.387 

33.648 

-12.57% 

1.919 

44.416 

-11.77% 

A    1987 

16.631 

23.961 

23.03% 

8.240 

34.053 

-1.74% 

1.438 

49.182 

-25.07% 

A    1988 

13.843 

22.064 

-16.76% 

7.385 

37.678 

-10.38% 

1.282 

54.086 

-10.85% 

A    1989 

17.098 

19.957 

23.51% 

7.209 

34.469 

-2.38% 

1.461 

52.622 

13.96% 

A    1990 

21.561 

18.613 

26.10% 

7.484 

34.984 

3.82% 

1.427 

53.194 

-2.33% 

A    1991 

18.209 

18.619 

-15.55% 

7.913 

35.325 

5.73% 

1.281 

56.442 

-10.23% 

A    1992 

17.198 

17.491 

-5.55% 

7.415 

36.248 

-6.29% 

1.279 

57.651 

-0.16% 

A    1993 

14.752 

16.733 

-14.22% 

8.014 

32.911 

8.08% 

1.401 

57.845 

9.54% 

A    1994 

13.555 

15.831 

-8.11% 

7.597 

37.670 

-5.20% 

1.228 

52.760 

-12.35% 

A    1995 

14.963 

15.945 

10.39% 

7.430 

35.009 

-2.20% 

0.986 

50.891 

-19.71% 

F    1996 

18.035 

15.339 

20.53% 

7.430 

32.352 

0.00% 

1.393 

54.436 

41.28% 

F    1997 

17.649 

14.843 

-2.14% 

7.430 

35.499 

0.00% 

1.183 

54.480 

-15.08% 

F    1998 

17.625 

14.405 

-0.14% 

7.430 

35.707 

0.00% 

1.098 

54.712 

-7.19% 

F    1999 

18.244 

14.070 

3.51% 

7.430 

35.692 

0.00% 

1.167 

54.902 

6.28% 

Montana  Oil  Statistics 

40.0 

Price  and  Production  Data 

35  0 

30.0 

30.0 

m 

*4J 

25.0     £ 
CO 

_ 

£      20.0 

o 

A 

~5 

a 

10.0 

20.0    .2 

1 

15.0 

0.0 

i       ' 
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i        i 

i       i 

i       i 

'       i 

i 
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Montana  Coal  Statistics 


Price  and  Production  Data 


S.       8.0 


I         I        I         I         I 


J I I I I l_ 


1977  1979  1981  1983  1985  1987  1989  1991  1993  1995  1997  1999 

1978  1980  1982  1984  1986  1988  1990  1992  1994  1996  1998 

Calendar  Years 


Actual  Price 


Forecast  Price 


Actual  Production         ^  Forecast  Production 


Montana  Natural  Gas  Statistics 

Price  and  Production  Data 


1977      1979     1981      1983      1985      1987      1989     1991      1993      1995      1997      1999 
1978     1980     1982     1984     1986     1988     1990     1992     1994     1996     1998 

Calendar  Years 


Actual  Price 


Forecast  Price 


Actual  Production         _».  Forecast  Production 
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Interest  Rates 

Interest  rates  are  highly  susceptible  to  federal  policies  and 
the  actions  of  the  Federal  Reserve  Board.  Critical  factors 
affecting  interest  rates  include  the  Federal  Reserve's 
philosophy  on  fiscal  and  monetary  policy,  the  federal  deficit, 
and  changes  in  the  value  of  the  dollar. 

Interest  rates  declined  sharply  in  calendar  1991,  1992,  and 
1993,  reaching  the  lowest  levels  in  over  twenty  years. 
Interest  rates  rose  sharply  throughout  calendar  1994.  The 
Federal  Reserve  raised  the  discount  rate  three  times  in 
calendar  1994  from  3.00  percent  to  4.75  percent  while  the 
more  important  federal  funds  rate,  which  financial 
institutions  charge  each  other  for  overnight  loans,  was 
increased  six  times  from  3.00  percent  to  5.50  percent.  The 
increase  in  short-term  interest  rates  by  the  Federal  Reserve 
was  in  response  to  increasing  concern  that  the  U.S.  economy 
was  operating  at  near-full  capacity,  while  borrowing  demand 
for  housing  and  durable  goods  remained  strong. 


Interest  rates  directly  affect  Montana's  investment  earnings 
from  both  short  and  long-term  securities.  In  addition,  these 
rates  impact  other  tax  sources  by  influencing  economic 
conditions  such  as  construction  activity,  consumer  spending, 
and  business  borrowing. 

The  following  table  provides  historical  interest  rate 
information  as  provided  by  Wharton  Econometrics.  Also 
presented  in  the  table  are  the  projected  interest  rates  adopted 
by  ROC  in  December  1996. 

Since  the  dramatic  increase  in  calendar  1994,  short-term 
interest  rates  fell  steadily  in  calendar  1995  and  1996.  Long- 
term  rates  in  calendar  1995  also  fell  from  high  levels  in 
1994,  increased  at  the  beginning  of  calendar  1996,  but  since 
have  fallen  to  between  6.50  percent  to  7.00  percent.  Both 
short  and  long-term  interest  rates  are  expected  to  continue 
modest  declines  as  the  national  economy  endures  slower 
growth. 


20 


Average  Interest  Rates 

Short  and  Long-Term  Securities 


I  Actual  Short      A  Forecast  Short  g  Actual  Long      4  Forecast  Long 

71 


1  '  '  '  '  i  '  ' 


'  '  1 


i  1  1  1 


1975  1979  1983  1987  1991  1995  1999 

1977  1981  1985  1989  1993  1997 

Calendar  Year 


Average 

Average 

C 

Short 

Percent 

Long 

Percent 

Y 

Rates 

Change 

Rates 

Service 

1975 

6.110 

9.266 

1976 

5.205 

-14.81% 

8.636 

-6.80% 

1977 

5.488 

5.43% 

8.216 

-4.86% 

1978 

7.678 

39.91% 

8.948 

8.91% 

1979 

10.503 

36.80% 

10.002 

11.78% 

1980 

11.938 

13.66% 

12.464 

24.62% 

1981 

14.480 

21.30% 

14.836 

19.03% 

1982 

11.368 

-21.50% 

14.424 

-2.78% 

1983 

8.783 

-22.74% 

12.418 

-13.91% 

1984 

9.885 

12.55% 

13.252 

6.72% 

1985 

7.773 

-21.37% 

11.694 

-11.76% 

1986 

6.225 

-19.91% 

8.978 

-23.23% 

1987 

6.365 

2.25% 

9.490 

5.70% 

1988 

7.230 

13.59% 

9.870 

4.00% 

1989 

8.483 

17.32% 

9.274 

-6.04% 

1990 

7.738 

-8.78% 

9.380 

1.14% 

1991 

5.633 

-27.21% 

8.824 

-5.93% 

1992 

3.633 

-35.51% 

8.130 

-7.86% 

1993 

3.163 

-12.94% 

7.106 

-12.60% 

1994 

4.618 

46.01% 

7.932 

11.62% 

1995 

5.730 

24.09% 

7.508 

-5.35% 

Forecast 

1996 

5.203 

-9.217. 

7.382 

-1.68% 

Forecast 

1997 

5.043 

-3.08% 

6.610 

-10.46% 

Forecast 

1998 

4.908 

-2.68% 

6.354 

-3.87% 

Forecast 

1999 

4.903 

-0.10% 

6.306 

-0.76% 
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Inflation 

Inflation  indices  measure  the  rate  of  price  escalation  and/or 
decrease  for  goods  and  services.  The  most  commonly  used 
statistic  is  the  Consumer  Price  Index  (CPI)  which  is  based 
on  the  price  of  food,  clothing,  shelter,  fuel,  drugs, 
transportation  fares,  doctor  and  dentist  fees,  and  other  items. 

During  high  inflationary  periods,  consumption  of  goods  and 
services  may  decline.  This  not  only  slows  employment 
growth,  but  may  also  discourage  business  activity  because 
of  higher  operating  costs.  Low  inflation  may  result  in  higher 
consumption,  increased  employment,  and  greater  business 
opportunities. 

Inflation  rates  have  an  impact  on  most  revenue  sources.  The 
sources  that  are  especially  impacted  include  personal  income 


taxes,  public  institution  reimbursements,  and  corporation 
taxes. 

An  annual  inflation  rate  of  2.83  percent  occurred  during 
calendar  year  1995.  This  rate  is  forecast  to  increase  to  2.89 
percent  in  calendar  1996  and  then  decrease  to  around  2.70 
percent  during  calendar  years  1997,  1998,  and  1999.  This 
outlook  anticipates:  1)  modest  wage  compensation  growth 
because  of  the  need  to  make  U.S.  exports  competitive;  2) 
energy  prices  falling  modestly;  3)  food  prices  increasing 
slightly  throughout  the  forecast  period;  and  4)  continued 
improvements  in  labor  productivity. 

The  table  below  shows  the  U.S.  CPI  measure  of  inflation  as 
published  by  Wharton  Econometrics.  This  national  average 
is  provided  because  an  index  for  Montana  are  not  available. 


C 
Y 

1975 

US 

CP 

Index 

53.800 

Percent 
Change 

Average 
Short 
Rates 

6.110 

Real 
Rates 

US  Consumer  Price  Index 

1976 

56  900 

5.762 

5.205 

-0.557 

1977 

60.600 

6.503 

5.488 

-1.016 

i 

1978 

65.200 

7.591 

7.678 

0.087 

l\                                                  *** 

1979 

72.600 

11.350 

10.503 

-0.848 

150 

-           <j\                         y< 

1980 
1981 

82.400 
90.900 

13.499 
10.316 

11.938 

14.480 

-1.562 
4.164 

J    4                       m" 

10 

1982 

96.500 

6.161 

11.368 

5.207 

^ 
3 

J      I                _■ 

1983 

99.600 

3.212 

8.783 

5.571 

/       \          J* 

CO 

B 

1984 

103.900 

4.317 

9  885 

5.568 

»     100 

J  Jr 

u 

c 

1985 
1986 

107.600 
109.600 

3.561 
1.859 

7.773 
6.225 

4.212 
4.366 

u 

-/      |  i 

u 

1987 

113.600 

3.650 

6.365 

2.715 

c 

W        \                    H 

CL 

1988 

118.300 

4.137 

7.230 

3.093 

jr         \             r\. 

5 

1989 

124.000 

4.818 

8.483 

3.665 

50 

-  ■"                  lA,    vF        \ 

1990 

130.700 

5.403 

7.738 

2.335 

B  \  f          k« 

1991 

136.300 

4.285 

5.633 

1.348 

\/             ^^saa&o 

1992 

140.400 

3.008 

3.633 

0.625 

1993 
1994 

144.600 
148.300 

2.991 
2.559 

3.163 
4.618 

0.171 
2.059 

^  Actual         A  Forecast      g  %  Change 

0 

i i  i  i  i  i  i  i  i  i 

0 

1995 

152.500 

2.832 

5.730 

2.898 

1975        1979        1983        1987        1991        1995        1999 

Forecast 

1996 

156.900 

2.885 

5.203 

2.318 

1977        1981        1985        1989        1993        1997 

Forecast 

1997 

161.100 

2.677 

5.043 

2.366 

Calendar  Year 

Forecast 

1998 

165.500 

2.731 

4.908 

2.177 

Forecast 

1999 

170  000 

2.719 

4  903 

2.184 
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CY/FY 

CY/FY 

CY/FY 

CY/FY 

CY/FY 

Year 

Assumption 

Units 

1995 

1996 

1997 

1998 

1999 

Population  &  Employment  Indicators 

ROC 

CY 

MT  Population 

Millions 

0.870 

0.886 

0.901 

0.917 

0.934 

ROC 

CY 

MT  Non-Farm  Employment 

Thousands 

350.700 

358300 

366.000 

373.900 

382.000 

Montana  Income  Indicators 

Com 

CY 

MT  Total  Personal  Income 

Million  $'s 

16,052.167 

16,551.630 

17349.705 

18,189.688 

19,098.768 

ROC 

CY 

MT  Net  Farm  Income 

Million  $'s 

332.107 

503363 

514.746 

536271 

536.039 

Com 

CY 

MT  Wage  &  Salary  Income 

Million  $'s 

7,696.882 

8,092.569 

8,482.358 

8,897264 

9336.430 

Individual  Income  Tax  Indicators 

Com 

CY 

MT  Wage  &  Salary  Growth 

%  Change 

4.87% 

5.14% 

4.82% 

4.89% 

4.94% 

ROC 

CY 

MT  Interest/Dividend  Growth 

%  Change 

14.66% 

4.43% 

426% 

2.94% 

2.31% 

ROC 

CY 

MT  Net  Business  Income 

%  Change 

-3.40% 

3.80% 

3.60% 

2.50% 

1.60% 

ROC 

CY 

MT  Capital  Gains/Losses  Income 

%  Change 

-9.14% 

5.00% 

5.00% 

5.00% 

5.00% 

ROC 

CY 

MT  Rent/Roy  ./Partnership  Income 

%  Change 

4.82% 

3.40% 

3.80% 

4.90% 

5.80% 

ROC 

CY 

MT  AHOther  Income 

%  Change 

7.44% 

6.93% 

5.59% 

5.77% 

625% 

ROC 

FY 

Individual  Income  Tax  Audits 

Million  $'s 

11228 

10.318 

11238 

12.199 

12.541 

Corporate  Income  Tax  Indicators 

ROC 

CY 

US  Corporate  Profits  Before  Taxes 

Billion  $'s 

598.900 

621.600 

644.100 

660.100 

670.400 

Com 

CY 

MT  Corporate  Taxable  Income 

Million  $'s 

812.082 

851240 

854.163 

868360 

891.854 

ROC 

FY 

Corporate  Income  Tax  Audits 

Million  $'s 

9.148 

7.972 

8222 

8.447 

8214 

Inflation 

&  Interest  Rate  Indicators 

ROC 

CY 

Consumer  Price  Index 

%  Change 

2.83% 

2.89% 

2.68% 

2.73% 

2.72% 

ROC 

CY 

Short-Te  rm  Inte  re  st  Rate 

Percent 

5.73% 

520% 

5.04% 

4.91% 

4.90% 

ROC 

CY 

Long-TermlnterestRate 

Percent 

7.51% 

7.38% 

6.61% 

6.35% 

6.31% 

Com 

FY 

Short-Term  Inte  rest  Rate 

Percent 

5.17% 

5.47% 

5.12% 

4.98% 

4.91% 

Com 

FY 

Long-TermlnterestRate 

Percent 

7.72% 

7.45% 

7.00% 

6.48% 

6.33% 

Com 

FY 

TCA  Average  Yield 

Percent 

5.57% 

5.49% 

5.51% 

5.31% 

5.31% 

ROC 

FY 

TCA  Average  Balance  W/Trans 

Million  $'s 

297.844 

296.929 

275296 

272.851 

265.363 

ROC 

FY 

TRANS  Issue  Size 

Million  $'s 

70.100 

101200 

59.500 

59.500 

59300 

ROC 

FY 

Permanent  Trust  Gains/Losses 

Million  $'s 

(1.083) 

0.363 

0.363 

0.363 

0.363 

ROC 

FY 

Treasure  State  Endowment  Gains/Losses 

Million  $'s 

(0.006) 

0.000 

0.000 

0.000 

0.000 

ROC 

FY 

Common  School  Trust  Gains/Losses 

Million  $'s 

0.150 

0.1% 

0.173 

0.185 

0.179 

ROC 

FY 

Resource  Indemnity  Trust  Gains/Losses 

Million  $'s 

(0.430) 

0235 

0235 

0235 

0235 

ROC 

FY 

Parks  TrustGains/Losses 

Million  $'s 

0.000 

0.000 

0.000 

0.000 

0.000 

ROC 

FY 

Arts  Trust  Gains/Losse  s 

Million  $'s 

0.027 

0.000 

0.000 

0.000 

0.000 
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CY/FY 

CY/FY 

(JY/FY 

UY/FY 

LY/FY 

Year 

Assumption 

Units 

1995 

1996 

1997 

1998 

1999 

Natural  Resource  Tax  Indicators 

ROC 

CY 

Severance  Tax  Oil  Production 

Million  Barrels 

15.945 

15.339 

14.843 

14.405 

14.070 

ROC 

CY 

Montana  Oil  Price 

$/  Barrel 

14.963 

18.035 

17.649 

17.625 

18244 

ROC 

CY 

Severance  Tax  Coal  Production 

Million  Tons 

35.009 

32.352 

35.499 

35.707 

35.692 

ROC 

CY 

Montana  Coal  Price 

CSP$'s/Ton 

7.430 

7.356 

7.340 

7217 

7.073 

ROC 

CY 

Severance  Tax  Natural  Gas  Production 

Million  MCF's 

50.891 

54.436 

54.480 

54.712 

54.902 

ROC 

CY 

Montana  Natural  Gas  Price 

S/MCF 

0.986 

1.393 

1.183 

1.098 

1.167 

ROC 

CY 

Copper  Production 

Million  lbs 

110.126 

102.144 

90261 

98321 

98321 

ROC 

CY 

Silver  Production 

Million  ozs 

1.715 

1.385 

1.411 

1.451 

1.451 

ROC 

CY 

Gold  Production 

Million  ozs 

0.395 

0298 

0.304 

0.375 

0.375 

ROC 

CY 

Lead  Production 

Million  lbs 

10231 

10250 

10250 

10250 

10250 

ROC 

CY 

Zinc  Production 

Million  lbs 

27.961 

25.500 

25.500 

25.500 

25.500 

ROC 

CY 

Molybdenum  Production 

Million  lbs 

9.085 

10.021 

10.617 

9.170 

9.170 

ROC 

CY 

Palladium  Production 

Million  ozs 

0.180 

0211 

0.307 

0.368 

0.368 

ROC 

CY 

Platinum  Production 

Million  ozs 

0.055 

0.064 

0.093 

0.112 

0.112 

ROC 

CY 

Nickel  Production 

Million  lbs 

0.239 

0.000 

0.000 

0.000 

0.000 

ROC 

CY 

Rhodium  Production 

Million  ozs 

0.001 

0.000 

0.000 

0.000 

0.000 

ROC 

CY 

Copper  Price 

$/  lbs 

1.069 

0.900 

0.900 

0.900 

0.900 

ROC 

CY 

Silver  Price 

$/  ozs 

4.941 

5.000 

5.000 

5.000 

5.000 

ROC 

CY 

Gold  Price 

$/  ozs 

383302 

380.000 

380.000 

380.000 

380.000 

ROC 

CY 

Lead  Price 

$/  lbs 

0.300 

0.300 

0.300 

0.300 

0.300 

ROC 

CY 

Zinc  Price 

$/  lbs 

0.460 

0.450 

0.450 

0.450 

0.450 

ROC 

CY 

Molybdenum  Price 

$/  lbs 

7.136 

2.500 

2.500 

2.500 

2.500 

ROC 

CY 

Palladium  Price 

$/  ozs 

156358 

150.000 

150.000 

150.000 

150.000 

ROC 

CY 

Platinum  Price 

$/  ozs 

427208 

425.000 

425.000 

425.000 

425.000 

ROC 

CY 

Nickel  Price 

$/  lbs 

3.831 

3.000 

3.000 

3.000 

3.000 

ROC 

CY 

Rhodium  Price 

$/  ozs 

551371 

725.000 

725.000 

725.000 

725.000 

Com 

CY 

Total  Metal  Value 

Million  $'s 

406.610 

310.718 

330360 

378396 

3783% 

ROC 

FY 

Total  Federal  Forest  Receipts 

Million  $'s 

57.929 

42223 

33.136 

28.000 

28.000 

Property 

Value  Indicators 

Com 

FY 

Total  Statewide  Taxable  Valuation 

Million  $'s 

1,763.019 

1,813.439 

1,842.380 

2227336 

2257.149 

Com 

FY 

Net/Gross  Proceeds  Taxable  Valuation 

Million  $'s 

13.623 

13252 

16.753 

13.781 

14.460 

ROC 

FY 

AUOther  Taxable  Valuation 

Million  $'s 

1,749.396 

1,800.187 

1,825.627 

2213.755 

2242.689 

ROC 

FY 

Statewide  Vehicle  Value 

Million  $'s 

2,481.168 

2,745.651 

2,926.120 

3,113384 

3308.910 
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CY/FY 

CY/FY 

CY/FY 

CY/FY 

CY/FY 

Year 

Assumption 

Units 

1995 

1996 

1997 

1998 

1999 

Consumption  Tax  Indicators 

ROC 

FY 

Liquor  Unit  Sales 

Million  $'s 

4.778 

5.528 

5.052 

5.052 

5.052 

ROC 

FY 

Liquor  Cost  Per  Unit 

$'s  /  Unit 

10268 

9.506 

10.495 

10.721 

10.972 

Com 

FY 

Liquor  Net  Sales 

Million  $'s 

38.820 

40.644 

37.454 

38263 

39.158 

ROC 

FY 

Liquor  Operations  Budget 

Million  $'s 

7.065 

3.033 

1.607 

1.624 

1.640 

ROC 

FY 

Beer  Barrels 

Millions 

0.748 

0.774 

0.784 

0.793 

0.802 

ROC 

FY 

Wine  Liters 

Millions 

5.039 

5.334 

5.341 

5.348 

5.355 

ROC 

FY 

Cigarette  Packs 

Millions 

81.503 

75.979 

73.448 

71.001 

68.636 

ROC 

FY 

Tobacco  Value 

Million  $'s 

11.569 

12.636 

13.613 

14.651 

15.754 

ROC 

FY 

Gallons  of  Gasoline 

Millions 

472.474 

488.855 

493.744 

498.681 

503.668 

ROC 

FY 

Gallons  of  Diesel 

Millions 

238.868 

257207 

259.779 

262377 

265.001 

ROC 

FY 

Video  Machine  Net  Income 

Million  $'s 

208.073 

213365 

222.301 

231.432 

241245 

ROC 

FY 

Total  Lottery  Sales 

Million  $'s 

32.758 

31.761 

30.795 

29.858 

28.949 

ROC 

FY 

Insurance  Premiums  Growth 

%  Change 

1.34% 

7.60% 

4.88% 

4.82% 

4.77% 

ROC 

FY 

Insurance  Premiums  Tax  Credit 

Million  $'s 

3266 

3.357 

2.524 

1.995 

1.793 

ROC 

FY 

Police  &  Firemen  Retirement 

Million  $'s 

9.497 

9.866 

10.140 

10.415 

10.698 

ROC 

FY 

Telephone  Taxable  Income 

Million  $'s 

266.715 

261.607 

294.736 

301.722 

308.872 

ROC 

FY 

Kilowatt  Hours  Produced 

Millions 

20,426.067 

18.322.356 

19,817.529 

2U18.646 

21239.246 

Other  Indicators 

ROC 

FY 

Medicaid  Reimbursements 

Million  $'s 

13296 

13.035 

13.397 

13.759 

14.134 

ROC 

FY 

MDC  Debt  Service 

Million  $'s 

0.000 

0.000 

1.090 

1.092 

1.091 
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Introduction 

The  economic  variables  and  assumption  forecasts  described 
in  the  preceding  sections  are  utilized  as  part  of  the 
forecasting  process  for  the  general  fund  revenue  sources.  As 
shown  graphically  below,  these  various  sources  can  be 
grouped  by  major  component  to  determine  their  relative 
importance  to  the  overall  general  fund  revenue  picture. 
Major  component  categories  include:  personal  income  tax, 
corporation  income  tax,  property  tax,  income  from  the  state's 
natural  resources,  interest  earnings,  insurance  taxes,  and 
numerous  other  fees,  fines,  and  taxes.  Clearly,  personal 
income  tax  represents  the  largest  source  of  revenue  for  the 
state's  general  fund,  contributing  close  to  40  percent  of  the 
fund's  income. 


Property  tax  receipts,  lottery  profits,  U.S.  mineral  royalties, 
and  common  school  trust  interest  and  income,  as  well  as 
other  minor  sources,  were  deposited  in  the  general  fund  for 
the  first  time  in  fiscal  1996.  Senate  Bill  83,  passed  by  the 
1995  legislature,  authorized  this  change. 

The  table  on  the  next  page  provides  historical  and  forecast 
levels  of  revenue  for  the  major  revenue  sources  contained  in 
the  seven  revenue  component  categories  listed  above. 
Actual  fiscal  1996  revenue  figures  are  provided,  along  with 
projections  for  fiscal  1997  through  1999.  The  Revenue 
Oversight  Committee  (ROC)  met  on  December  2,  1 996,  and 
adopted  the  economic  assumptions  underlying  the  revenue 
estimates. 


ome  Taxes 

General  Fund  Revenue 

By  Major  Component  1999  Biennium 

(W.6%)AlIOth( 

r  Revenues 

i4l;,i  InJiMju.illn 
tbn  Income  Taxes 

(3  0%)  Insurance  Taxe 
(23%)  Natural  Resource  Taxes 

(9.6%)  Investment  Eamiigs 

S      y^^ 

\ 

^^^^^B 

i^^k     .xy 

(22.7%)Prope 

ny Taxes                                          ,  „  „ 

(6i%)Coroora 

1907 
Major  Category                                                      Biennium 

Estimate 

1999 
Biennium 
Estimate 

Percent 
Change 

Individual  Income  Taxes                                                785.531 
Corporation  Income  Taxes                                             132.789 
Property  Taxes                                                               409.544 
Investment  Earnings                                                       199.482 
Natural  Resource  Taxes                                                   48.502 
Insurance  Taxes                                                                54.571 
All  Other  Revenues                                                        315.595 

Total  General  Fund                                                   $1,946,014 

858.449 
136.366 
472.689 
200.656 
48.525 
63.137 
304.434 

$2,084,256 

9.28% 
2.69% 
15.42% 
0.59% 
0.05% 
15.70% 
-3.54% 

7.10% 
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Total  general  fund  revenues  are  expected  to  increase  by 
$135.9  million  during  the  1999  biennium,  a  7.0  percent 
increase  over  revenues  in  the  1997  biennium.  Increases  in 
income  tax,  insurance  taxes,  and  property  taxes  are  the 
major  contributors  to  the  projected  growth.  Property  taxes 
are  expected  to  grow  substantially  between  the  biennia 
because  of  the  reappraisal  of  commercial,  residential, 
agricultural,  and  timberland  property  in  tax  year  1997  (fiscal 


1998). 

Following  are  descriptions  summarizing  the  forecast 
methodology  used  for  each  of  the  larger  general  fund 
revenue  sources.  Also  shown  are  historical  collections  for 
each  major  source  and  projected  revenue  for  the  1999 
biennium. 


General  Fund  Revenue  Estimates 

Figures  In  Millions 

Actual 

bstimated 

bstimated       bstimated 

bstimated 

bstimated 

Source  of  Revenue 

Fiscal  1996 

Fiscal  1997 

Fiscal  1998     Fiscal  1999 

Fiscal  96-97 

Fiscal  98-99 

Individual  Income  Tax 

$350,161 

$367,864 

$383,561 

$401,044 

$718,025 

$784,605 

Corporation  Income  Tax 

59.337 

59.947 

61.043 

61.514 

119284 

122.557 

Long  Range  Bond  Excess 

52.369 

51.704 

53.145 

54.753 

104.073 

107.898 

TCA  Interest  Earnings 

16.294 

15.162 

14.490 

14.101 

31.456 

28.591 

Permanent  Trust  Interest  Earning 

41.532 

41.969 

42.611 

43218 

83.501 

85.829 

Coal  Severance  Tax 

9.714 

10.006 

10.403 

10.240 

19.720 

20.643 

Oil  Severance  Tax 

9.730 

10.175 

9.745 

9.645 

19.905 

19.390 

Metalliferous  Mines  Tax 

4.026 

3.038 

3235 

3.703 

7.064 

6.938 

Natural  Gas  Severance  Tax 

0.936 

0.877 

0.778 

0.776 

1.813 

1.554 

Electrical  Energy  Tax 

3.520 

3.635 

3.910 

3.895 

7.155 

7.805 

Telephone  License  Tax 

5.712 

5.305 

5.431 

5.560 

11.017 

10.991 

RailcarTax 

0.780 

4.457 

1.103 

1.103 

5237 

2206 

Insurance  Premiums  Tax 

26.133 

28.438 

30.612 

32.525 

54.571 

63.137 

Institution  Reimbursements 

16.142 

15.471 

15.803 

16.193 

31.613 

31.996 

Video  Gaming  Tax 

10.666 

11.115 

11.572 

12.062 

21.781 

23.634 

Inheritance  Tax 

15.404 

13.575 

13.914 

14262 

28.979 

28.176 

Liquor  Excise  Tax 

7203 

6.636 

6.779 

6.939 

13.839 

13.718 

Liquor  Profits 

6.300 

6.322 

5.455 

5.604 

12.622 

11.059 

Beer  Tax 

1.356 

1.372 

1.389 

1.405 

2.728 

2.794 

Wine  Tax 

0.846 

0.835 

0.836 

0.837 

1.681 

1.673 

Drivers' License  Fee 

2.574 

2.681 

2.721 

2.765 

5255 

5.486 

Vehicle  Fee 

4.805 

5.121 

5.449 

5.791 

9.926 

11240 

Motor  Vehicle  License  Fee 

9.801 

9.841 

9.814 

9.820 

19.642 

19.634 

Contractors  Gross  Receipts  Tax 

1.621 

1.507 

1.565 

1.520 

3.128 

3.085 

AHOther  Revenue 

27.298 

28.979 

26.784 

27.559 

56277 

54.343 

40  Mill  Property  Tax 

81.754 

75.962 

85.158 

84.381 

157.716 

169.539 

55  Mill  Property  Tax 

122.329 

128.398 

149.329 

151.318 

250.727 

300.647 

1.5  Mill  Property  Tax 

0.000 

1.101 

1242 

1261 

1.101 

2.503 

Lottery  Profit 

7.859 

7.736 

7266 

6.838 

15.595 

14.104 

Common  School  Interest&  Inco 

42.032 

42.493 

42.238 

43.998 

84.525 

86.236 

US  Federal  Royalty 

Total  General  Fund  Revenue 

24.959 
$963,193 

21.099 
$982,821 

20.765 
$1,028,146 

21.480 
$1,056,110 

46.058 
$1546.014 

42245 

$2.084256 
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Individual  Income  Tax 

Individual  or  personal  income  tax  is  the  single  largest  source 
of  revenue  to  the  general  fund,  comprising  approximately 
40.0  percent  of  total  collections. 

This  tax  was  first  enacted  in  1933  and  has  been  amended 
many  times  since  then.  The  tax  is  levied  against  taxable 
income,  which  is  defined  as  Montana  personal  income 
adjusted  for  exemptions  and  deductions.  The  marginal  tax 
rates  range  from  2.0  percent  to  1 1 .0  percent,  with  the  size  of 
the  tax  brackets  and  the  values  of  the  personal  exemption 
and  standard  deduction  fully  indexed  for  inflation.  Once  tax 
liability  is  determined,  the  amount  of  tax  due  is  computed  by 
subtracting  allowable  credits. 

The  income  tax  forecasts  for  the  1999  biennium  are  based  on 
moderate  growth  in  wage  and  salary  income  and 
employment.  Like  the  national  economy,  Montana's 
economic  growth  is  expected  to  remain  moderate,  primarily 
due  to  slower  population  growth  coupled  with  the  continuing 
shift  in  employment  from  basic  industries  to  the  service 
sectors.  Additional  factors  that  affect  receipts  include 
credits,  exemptions,  indexation,  and  audit  efforts  by  the 
Department  of  Revenue  (DOR).  Projections  for  fiscal  years 
1997  through  1999  are  based  on  inflation  rates  of  2.7  percent 
in  each  year  and  the  continuation  of  all  statutory  credits  and 
exemptions.  The  projections  also  include  annual  audit 
collections  of  $1 1.2,  $12.2,  and  $12.5  million  respectively, 
for  fiscal  1997,  1998,  and  1999. 


Table  1 

Personal  Income  Tax  Audit  Collections 

Fiscal  Years  1991  - 

1999 

Fiscal  Year 

Millions 

1991  Actual 

$11.3 

1992  Actual 

14.1 

1993  Actual 

16.4 

1994  Actual 

20.2 

1995  Actual 

11.2 

1996  Actual 

10.3 

1997  Estimated 

11.2 

1998  Estimated 

12.2 

1999  Estimated 

12.5 

Personal  income  tax  collections  have  historically  been 
distributed  among  three  accounts  (the  general  fund,  the  SEA, 
and  debt  service).  The  1993  legislature  eliminated  the 
distribution  of  income  tax  revenues  to  the  school 
equalization  account  (SEA)  beginning  in  fiscal  1995. 
Although  it  did  not  affect  the  distribution  of  income  tax 
revenue,  SB  83,  passed  during  the  1995  legislative  session, 
abolished  the  SEA  account.  Table  2  shows  the  current  and 
historical  allocations  of  these  tax  collections. 


Table  2 

Distribution  of  Individual  Income  Tax 

General 

School 

Debt 

Fiscal  Year 

Fund    Equalization 

Service 

1975-1986 

64.0% 

25.0% 

11.0% 

1987-1989 

58.2 

31.8 

10.0 

1990 

57.0 

33.2 

9.8 

1991 

50.0 

41.3 

8.7 

1992-1993 

62.8 

28.5 

8.7 

1994 

59.5 

31.8 

8.7 

1995  and  Beyond 

91.3 

0.0 

8.7 

Personal  income  tax  collections  in  the  early  1990s  grew  at 
historically  high  rates  because  of  high  growth  in  wage  and 
salary  income,  non-wage  sources  of  income,  population  and 
the  imposition  of  surtaxes.  While  population  growth  is 
expected  to  continue  apace,  the  growth  in  wage  and 
nonwage  sources  of  income  will  slow  over  the  coming  three 
years. 

Montana's  population  is  expected  to  grow  at  rates  close  to 
those  observed  in  the  first  five  years  of  the  1990s.  Between 
1990  and  1995,  population  grew  1 .7  percent  per  year,  adding 
an  additional  14,000  residents  per  year.  The  proportion  of 
the  population  in  the  work  force  is  also  expected  to  continue 
its  long  slow  trend  upward  as  the  population  ages.  In  1973. 
31.0  percent  of  the  population  was  employed  in  wage 
earning  employment.  In  1995,  the  ratio  was  just  over  40.0 
percent. 

In  spite  of  continued  gains  in  population  and  in  the 
proportion  of  the  population  at  work,  over  the  next  three 
years  wages  are  expected  to  grow  at  rates  less  than  5  percent 
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per  year  compared  with  growth  rates  that  averaged  over  6. 1 
percent  per  year  between  calendar  years  1990  and  1995. 
Between  1990  and  1995,  the  share  of  workers  employed  in 
the  low-wage  services  industry  increased  from  52.2  percent 
to  55.0  percent.  In  effect,  this  trend  contributed  to  a  slowing 
in  the  growth  in  the  average  statewide  wage.  However, 
during  the  same  period,  a  larger  share  of  the  work  force  was 
employed  as  unemployment  dropped  from  an  average  of  7. 1 
percent  in  1991  to  an  average  of  5.1  percent  in  1994.  In  the 
next  three  years,  the  share  of  jobs  held  by  the  services 
industry  is  expected  to  continue  its  upward  climb  leading  to 
a  lowering  of  the  average  wage.  With  the  unemployment 
rate  in  calendar  1996  averaging  around  5.6  percent,  it  is 
unlikely  that  falling  unemployment  will  counteract  this 
trend. 

Nonwage  growth  is  also  expected  to  slow  to  less  than  5 
percent,  compared  with  an  average  per  year  growth  rate  of 
5.8  percent  between  1990  and  1995.  Nonwage  sources  of 
income,  after  growing  substantially  from  29.7  percent  of 
total  income  in  1987  to  33.8  percent  in  1990,  increased  its 
share  of  total  income  to  just  34.0  percent  by  1995. 

Personal  income  tax  collections  have  also  been  impacted  by 
rapid  growth  in  two  income  tax  credits:  the  homeowner- 
renter  credit  and  the  credit  allowed  residents  who  pay 
income  taxes  to  other  states.  The  refundable  homeowner- 
renter  credit  grew  1 1.8  percent  per  year  between  calendar 
years  1989  and  1994.  It  is  expected  to  grow  even  faster  in 
the  future  as  a  result  of  legislation  passed  during  the  1995 
session  which  expanded  the  amount  of  the  credit.  The  credit 
allowed  residents  for  income  taxes  paid  to  other  states  has 
grown  even  faster,  13.2  percent  per  year  between  calendar 
years  1987  and  1995.  This  credit  is  expected  to  slow 
somewhat  in  response  to  federal  legislation  (Public  Law 
104-95)  which  preempts  states  from  taxing  pensions  paid  to 
a  person  who  is  no  longer  a  resident  of  the  state.  Although 
Montana  has  not  engaged  in  taxing  pensions  of  former 
residents,  some  states  have. 

The  1995  legislature  enacted  several  measures  that  will 
impact  future  income  tax  collections. 

House  Bill  171  authorized  a  statutory  appropriation  which 
refunded  income  taxes  to  taxpayers.    The  refund  was  the 


amount  of  unreserved  fund  balance  in  the  general  fund 
which  exceeded  $24.4  million  at  the  end  of  fiscal  1995.  The 
refund  was  paid  to  taxpayers  who  filed  a  tax  return  for  tax 
year  1994.  The  refund  for  each  taxpayer  was  limited  to  at 
most  $1,000  and  at  least  $10.  Refunds  to  individual 
taxpayers  were  mailed  in  November  1995.  Approximately 
$21.5  was  distributed  to  taxpayers  in  income  tax  refunds. 

House  Bill  199  made  permanent  the  income  tax  credit  for 
contributions  to  the  general  endowment  funds  of  the 
Montana  University  System  foundations  and  Montana 
private  college  foundations.  The  credit  had  been  scheduled 
to  expire  on  December  31,  1995.  The  renewed  credit  is 
expected  to  decrease  personal  income  tax  revenue  by  $.105 
million  per  year  and  corporation  license  tax  revenue  by 
$.002  million  per  year. 

House  Bill  202  allowed  a  deduction  from  Montana  adjusted 
gross  income  for  one-half  of  medical  premiums  paid  during 
the  tax  year.  Under  previous  law,  all  medical  premiums 
contributing  toward  medical  expenses  were  deductible  to  the 
extent  they  exceeded  7.5  percent  of  Montana  adjusted  gross 
income.  Under  the  new  law,  the  medical  insurance 
premiums  not  deducted  under  the  new  deduction  can  still  be 
used  to  contribute  to  deductible  medical  expenses  subject  to 
the  7.5  percent  floor.  The  new  medical  insurance  deduction 
was  available  beginning  in  tax  year  1995  and  will  affect 
income  tax  revenues  in  fiscal  1997  and  in  both  years  of  the 
1999  biennium.  Income  tax  revenues  are  expected  to  be 
reduced  by  $3.2  million  during  the  1999  biennium. 

House  Bill  209  provided  an  inflation-adjusted  minimum 
standard  deduction  for  all  income  taxpayers.  Under  previous 
law,  the  standard  deduction  was  the  lesser  of  20  percent  of 
adjusted  gross  income  or  a  maximum  amount  depending  on 
the  taxpayer's  filing  status.  House  Bill  209  retains  the 
structure  for  the  standard  deduction  but  sets  a  lower  dollar 
limit  on  the  amount  of  the  standard  deduction.  In  tax  year 
1996,  the  first  year  in  the  which  the  minimum  standard 
deduction  became  operative,  the  minimum  standard 
deduction  equaled  approximately  $1,270  for  single  taxpayers 
and  for  married  taxpayers  filing  separately,  and  $2,540  for 
heads  of  household  and  for  married  taxpayers  filing  jointly. 
House  Bill  209  will  reduce  income  tax  revenues  by  $.520 
million  per  year  in  fiscal  1997  and  beyond. 


20 


REVENUE  ESTIMATES 


House  Bill  293  revised  the  state  income  tax  withholding  and 
old  fund  liability  tax  (OFLT)  laws  by  providing  the  option 
of  electronic  filing  and  by  aligning  the  timing  for  payment 
of  withholding  tax  and  the  OFLT  with  the  payment  of 
federal  withholding  tax.  Under  the  new  withholding 
schedules,  any  employer  with  total  liability  for  withholding 
of  $12,000  or  more  during  the  preceding  lookback  period 
must  remit  withholding  payments  in  conformity  with  the 
employer's  payroll  period.  If  the  total  withholding  liability 
for  the  lookback  period  is  between  $1,200  and  $12,000, 
withholding  payments  must  be  made  monthly.  For 
withholding  liabilities  of  less  than  $1,200  for  the  preceding 
lookback  period,  withholding  payments  must  be  made 
annually. 

Payment  of  withholding  liabilities  to  the  Department  of 
Revenue  were  accelerated  for  employers  with  withholding 
liabilities  between  $1,200  and  $300,000.  These  payments 
under  previous  law  were  made  on  a  quarterly  basis,  but  now 
are  made  more  often  depending  on  the  employers'  payroll 
periods.  Payments  by  employers  with  less  than  $1,200  in 
withholding  liabilities  were  decelerated,  as  the  payments  that 
were  made  quarterly  are  instead  made  annually.  Employers 
with  less  than  $1,200  in  withholding  liabilities  account  for 
only  2.1  percent  of  the  total  withholding  liability. 

The  new  withholding  schedules  were  effective  January  1, 
1996.  Because  of  the  acceleration  of  withholding  receipts, 
treasury  cash  interest  earnings  increase  in  fiscal  1996  and 
fiscal  1997  by  $.965  million.  Additionally,  because  the  state 
receives  the  cash  earlier  in  fiscal  year  1997,  the  amount  of 
Tax  and  Revenue  Anticipation  Notes  (TRANS)  sold  has 
been  reduced.  For  each  dollar  in  TRANS  issued,  the  state  is 
able  to  earn  arbitrage  because  the  interest  rate  at  which  the 
state  invests  TRANS  proceeds  exceeds  the  interest  rate  it 
must  pay  investors  in  TRANS.  A  reduction  in  TRANS  will 
result  in  $.4  million  in  reduced  arbitrage  earnings  in  fiscal 
1997. 

House  Bill  497  expanded  the  credit  for  elderly  homeowners 
and  renters.  Under  current  law,  homeowners  who  are  at 
least  62  years  old  and  have  a  household  income  of  less  than 
$12,000  may  receive  an  income  tax  credit  for  property  taxes 
paid  on  their  homestead.  Renters  meeting  the  same  age  and 
income  criteria  may  also  claim  the  credit  for  rent-equivalent 


property  taxes  paid.  The  amount  of  the  credit  decreases  as 
income  increases,  and  previously  the  maximum  credit 
allowable  was  $400  per  year.  Beginning  in  tax  year  1995, 
HB  497  increased  the  maximum  allowable  credit  to  $1,000. 
Return  data  from  tax  year  1995  income  tax  returns  indicate 
that  the  credit  grew  by  $1.6  million,  an  increase  of  45.9 
percent  over  the  previous  tax  year's  amount. 

House  Bill  560  provided  for  an  exclusion  from  Montana 
adjusted  gross  income  of  funds  contained  within  a  medical 
care  savings  account  and  for  funds  withdrawn  from  that 
account  for  eligible  medical  expenses  or  for  long-term  care. 
Individuals  or  employees  may  deposit  any  amount  in  a 
medical  care  savings  account  for  use  by  the  individual  or 
his/her  dependents.  Up  to  $3,000  per  year  of  these  deposits 
may  be  excluded  from  adjusted  gross  income.  The  account 
holder  may  use  the  amount  in  the  account  only  for  qualified 
medical  expenses  or  for  long  term  care,  although  the  entire 
amount  in  the  account  need  not  be  withdrawn.  House  Bill 
560  became  effective  in  tax  year  1996  and  is  expected  to 
reduce  income  tax  collections  in  fiscal  1997  and  beyond  by 
$3.1  million  per  year.  ROC  determined  the  viability  of  these 
accounts  is  questionable,  however,  and  recommended  that 
no  reduction  in  income  tax  revenue  be  included  in  the 
estimates  for  fiscal  1997  and  the  1999  biennium.  A  medical 
care  savings  account  line  will,  however,  appear  on  the  1996 
tax  year  income  tax  return. 

House  Bill  567  was  designed  to  revise  the  laws  governing 
the  qualified  Montana  small  business  investment  capital 
company.  The  capital  company  act  allows  a  tax  credit  of  up 
to  50  percent  of  the  investment  in  all  qualified  Montana 
capital  companies.  (For  additional  information  on  the 
Montana  capital  company  act  provisions,  reference  section 
90-8-202,  MCA.)  House  Bill  567  would  have  extended  the 
period  in  which  these  investments  in  Montana  could  qualify 
for  the  credit.  House  Bill  567  was  not  approved  by  the  1995 
legislature,  and  as  a  result,  investments  made  in  capital 
companies  after  July  1,  1995  will  not  qualify  for  the  tax 
credit.  The  credit  will  continue  to  apply  for  investments 
made  in  qualifying  capital  companies  before  fiscal  1996. 
The  revenue  impact  associated  with  the  failure  of  HB  567 
will  be  positive,  but  the  exact  amount  of  the  impact  is 
unknown. 


21 


REVENUE  ESTIMATES 


House  Bill  570  allowed  regulated  investment  corporation 
(RIC's)  to  deduct  pass-through  dividends  from  Montana 
adjusted  gross  income  to  derive  Montana  taxable  income.  A 
regulated  investment  corporation  is  any  domestic 
corporation  that  derives  at  least  90  percent  of  its  gross 
income  from  dividends,  interest,  payments  with  respect  to 
certain  securities  loans,  and  gains  on  the  sale  of  stock  and 
securities.  Most  RIC's  are  mutual  funds  that  make 
diversified  investments  for  shareholders.  House  Bill  570 
also  allowed  shareholders  in  a  RIC  to  exclude  from  Montana 
adjusted  gross  income  receipts  of  exempt  interest  dividends. 
At  the  present  there  are  no  regulated  investment  corporations 
operating  in  Montana,  and  thus  the  effect  of  this  bill  on 
income  and  corporation  tax  revenue  is  expected  to  be 
minimal  or  non-existent. 

Senate  Bill  56  shortened  the  time  for  filing  an  income  tax 
return  extension  from  six  months  to  four  months.  Under 
previous  law,  the  extension  period  for  filing  a  final  income 


tax  return  was  six  months  beyond  the  normal  filing  date. 
Senate  Bill  56  reduced  the  extension  period  to  four  months. 
In  addition,  SB  56  reduced  the  amount  of  current- year  tax 
liability  that  must  be  paid  when  applying  for  an  extension 
from  95  percent  of  the  current  year  liability  to  90  percent  of 
the  current  year  liability.  The  new  law  applied  to  tax  returns 
due  after  December  31,  1994.  The  new  law  will  have 
minimal  positive  effects  on  state  interest  earnings  due  to 
earlier  receipt  of  tax  payments. 

Senate  Bill  358  extended  by  six  years  the  termination  date 
for  the  recycling  credit  and  recycling  deduction  for  the 
personal  income  tax  and  the  corporation  license  tax,  both  of 
which  had  been  set  to  expire  on  December  31,  1995.  In 
addition,  SB  358  extended  the  application  of  the  credit  to 
investments  in  equipment  used  to  treat  soils  contaminated  by 
hazardous  wastes.  Senate  Bill  358  is  not  expected  to  reduce 
income  tax  revenues  since  few  non-incorporated  firms  claim 
the  credit  against  income  taxes. 
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Corporation  License  Tax 

The  corporation  license  tax  is  levied  against  a  corporation's 
net  income  earned  in  Montana.  The  corporation  income  tax 
is  imposed  on  corporations  that,  for  reasons  of  jurisdiction, 
are  not  taxable  under  a  license  tax.  The  tax  rate  is  6.75 
percent,  except  for  corporations  making  a  "water's  edge" 
election  (see  15-31-322,  MCA),  who  pay  a  7.00  percent  tax 
on  their  net  income. 

Eight>'  percent  of  the  corporation  taxes  collected  from 
financial  institutions  (excluding  collections  from  the  surtax 
imposed  for  tax  years  1992  and  1993)  is  distributed  to  local 
governments  in  the  county  in  which  the  financial  institution 
is  located.  The  remaining  20  percent  is  allocated  as  shown 
in  Table  3.  The  1993  legislature  eliminated  the  distribution 
of  corporation  tax  revenues  to  the  SEA  beginning  in  fiscal 
1995. 


Table  3 
Distribution  of  Corporation  Tax* 

Fiscal  Year 

General              School 
Fund      Equalization 

Debt 
Service 

1975-1990 
1991-1994 
1995  and  Beyond 

64.0%              25.0%        11.0% 
61.0%              28.5%        10.5% 
89.5%                0.0%        10.5% 

f  financial  institutions'  corporation 

*  After  distribution  c 
tax  to  counties. 

The  forecasts  of  revenue  from  the  corporation  license  tax  for 
fiscal  1997  through  1999  are  based  on  moderate  economic 
growth.  This  assumption  is  premised  on  inflation  around  2.7 
percent,  short-term  interest  rates  of  about  4.9  to  5.0  percent, 
and  oil  prices  between  $17.60  and  $18.25  per  barrel. 

The  revenue  from  Montana's  corporation  license  tax  is 
closely  correlated  with  profits  from  corporations  in  the  rest 
of  the  country.  According  to  Wharton  Econometrics 
Forecasting  Associates  (WEFA),  the  growth  in  corporate 
profits  at  the  national  level  is  expected  to  slow  from  a  rate  of 
3.6  percent  in  calendar  1997  to  1 .6  percent  in  calendar  1999. 
ROC    approved   these   assumptions   and   the   growth    in 


Montana's  corporation  license  tax  is  expected  to  slow 
accordingly. 

Additional  factors  that  affect  corporation  license  tax  receipts 
include  tax  credits  and  the  audit  efforts  by  DOR.  As  with 
individual  income  tax,  all  forecasts  have  been  adjusted  for 
allowable  credits.  The  projections  for  audit  collections  are 
slightly  over  $8.0  million  each  year  for  fiscal  1997  through 


Table  4 

Corporation 

Tax  Audit  Collections 

Fiscal  Years  1991  • 

•  1999 

Fiscal  Year 

Millions 

1991  Actual 

$8.1 

1992  Actual 

15.3 

1993  Actual 

23.9 

1994  Actual 

7.5 

1995  Actual 

9.1 

1996  Actual 

8.0 

1997  Estimated 

8.2 

1998  Estimated 

8.4 

1999  Estimated 

8.2 

fiscal  1999. 


The  1995  legislature  enacted  several  measures  that  impact 
corporation  tax  collections 

House  Bill  199  made  permanent  the  income  tax  credit  for 
contributions  to  the  general  endowment  funds  of  the 
Montana  University  System  foundations  and  Montana 
private  college  foundations.  The  credit  had  been  scheduled 
to  expire  on  December  31,  1995.  The  renewed  credit  is 
expected  to  decrease  personal  income  tax  revenue  by  $.105 
million  per  year  and  corporation  license  tax  revenue  by 
$.002  million  per  year. 

House  Bill  567  was  designed  to  revise  the  laws  governing 
the  qualified  Montana  small  business  investment  capital 
company.  The  capital  company  act  allows  a  tax  credit  of  up 
to  50  percent  of  the  investment  in  all  qualified  Montana 
capital  companies.  (For  additional  information  on  the 
Montana  capital  company  act  provisions,  reference  section 
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90-8-202,  MCA.)  House  Bill  567  would  have  extended  the 
period  in  which  these  investments  could  qualify  for  the 
credit.  House  Bill  567  was  not  approved  by  the  1995 
legislature,  and  as  a  result,  investments  made  in  capital 
companies  after  July  1,  1995  will  not  qualify  for  the  tax 
credit.  The  credit  will  continue  to  apply  for  investments 
made  in  qualifying  capital  companies  before  fiscal  1996. 
The  revenue  impact  associated  with  the  failure  of  HB  567 
will  be  positive,  but  the  exact  amount  of  the  impact  is 
unknown. 


for  the  recycling  credit  and  recycling  deduction  for  the 
personal  income  tax  and  the  corporation  license  tax,  both  of 
which  had  been  set  to  expire  on  December  31,  1995.  In 
addition,  SB  358  extended  the  application  of  the  credit  to 
investments  in  equipment  used  to  treat  soils  contaminated  by 
hazardous  wastes.  Senate  Bill  358  is  expected  to  reduce 
corporation  tax  revenues  by  approximately  $.2  million  per 
year,  beginning  in  fiscal  1997. 


Senate  Bill  358  extended  by  six  years  the  termination  date 
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Coal  Severance  Tax 

For  large  producers,  the  coal  severance  tax  is  imposed  on  all 
coal  production  in  excess  of  20,000  tons  per  company  per 
calendar  year.  However,  producers  of  50,000  tons  or  less  in 
any  calendar  year  are  exempt  from  the  tax.  Legislation 
passed  by  the  1987  legislature  provided  for  a  phase-down  of 
the  tax  rate  to  15  percent  by  the  1993  biennium  as  shown  in 
Table  5.  The  law  also  establishes  a  lower  tax  rate  for  coal 
with  a  heating  quality  of  less  than  7,000  BTU. 


Table  5 

Coal  Severance  Tax  Rates 

Fiscal  Year 

< 7,000  BTU 

>    7,000  BTU 

1988 

20% 

30% 

1989 

17% 

25% 

1990 

17% 

25% 

1991 

13% 

20% 

1992  and  Beyond 

13% 

15% 

Distribution  of  the  coal  severance  tax  has  been  amended 
many  times  since  enactment  of  the  tax  in  1975.  The 
distribution  during  the  1995  biennium  and  thereafter  is 
shown  in  Table  6. 


Table  6 

Coal  Severance  Tax  Distribution  Table  (Percent) 

Fiscal 

Fiscal 

Fiscal 

Account  Name 

1992 

1993     1994-1995 

Thereafter 

Permanent  Trust 

50.000 

50.000 

25.000 

25.000 

Treasure  State  Endowment 

0.000 

0.000 

25.000 

25.000 

General  Fund 

15.390 

27.390 

15.390 

26.790 

Public  School  Equalization 

11.400 

11.400 

11.400 

0.000 

Highway  Reconstruction  Trust* 

12.000 

0.000 

12.000 

0.000 

Long  Range  Building  Program* 

0.000 

0.000 

0.000 

12.000 

Park  Acquisition  Trust 

0.000 

0.000 

0.000 

1.270 

Fish,  Wildlife,  and  Parks 

1.267 

1.267 

1.267 

0.000 

Arts  Trust 

0.633 

0.364 

0.633 

0.630 

Montana  Arts  Council 

0.000 

0.269 

0.000 

0.000 

Renewable  Resources  Bonds** 

0.475 

0.475 

0.475 

0.000 

Water  Development** 

0.475 

0.475 

0.475 

0.950 

Local  Impact*** 

6.650 

6.650 

6.650"^ 

County  Land  Planning*** 

0.380 

0.380 

0.380 

Agriculture  Act*** 

0.760 

0.760 

0.760 

8.360 

State  Library*** 

0.380 

0.380 

0.380 

Conservation  Districts*** 

0.190 

0.190 

0.190 

Action  affecting  coal  severance  tax 

distribution  during  the  1995 

legislative 

session: 

*HB  19  changed  the  allocation  of  12  percent  of  th 

;  coal  severance  tax  reve 

nue  from  the 

highway  reconstruction  trust  to  the 

Long-Range  Building  Program,  beginni 

ng  in  fiscal 

1996. 

**SB  27  abolished  the  allocation  to 

the  renewable 

resource  development  be 

nd  fund,  and 

allocated  this  share  to  the  renewabl 

:  resource  loan 

debt  service 

fund  to  be  i 

sed  for  water 

development. 

***SB  83  abolished  the  separate  allocation  of  coal 

severance  tax  to  these  ac 

counts. 

Beginning  in  fiscal  1996  an  allocation  of  8.36  percent  will  be  made  to  a  spe 

cial  revenue 

account  which  contains  these  as  sub 

-accounts.   The 

distribution  of 
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Coal  severance  tax  revenues  are  dependent  on  the  contract 
sales  price  per  ton  of  coal  and  the  number  of  tons  produced. 
Since  most  Montana  coal  is  sold  to  utilities  under  long-term 
contracts,  prices  are  generally  increased  by  inflation  indices 
specified  in  the  contracts.  However,  with  lower  demand, 
competitive  prices  for  other  fuels,  and  a  larger  portion  of 
coal  production  being  sold  on  the  "spot"  market,  coal  prices 
are  expected  to  decline  slightly  during  the  forecast  period. 
Deductions  for  federal,  state,  and  tribal  royalty  payments 
from  the  contract  sales  price  have  been  included  in  the  price 
forecasts. 

Production  levels  are  influenced  by  the  demand  for  electrical 
power  and  the  price  of  other  fuels  such  as  oil  and  natural 
gas.  Production  of  coal  and  revenues  from  the  coal 
severance  tax  were  down  substantially  in  calendar  1996. 
The  electrical  generating  plants  at  Colstrip,  which  purchase 
coal  produced  by  Western  Energy,  were  either  down  or 
operating  at  reduced  capacity  for  much  of  the  year.  Low 
energy  prices  throughout  the  Northwest  induced  by  large 
supplies  of  hydroelectric  power  was  the  main  cause  of  the 
slowdown.  A  return  to  normal  water  supplies  in  the 
Columbia  River  system  is  expected  to  allow  Montana  coal- 
fired  electrical  generating  plants  to  return  to  normal 
operations.  Based  on  information  from  the  major  coal 
producers,  production  is  anticipated  to  increase  slightly 
between  calendar  years  1997  and  1999. 

A  dispute  involving  the  state's  authority  to  tax  coal  mined  on 
Crow  Indian  land  has  been  resolved  in  the  U.S.  Supreme 
Court  in  favor  of  the  Crow  Indian  Tribe.  Thus,  production 
on  these  lands  has  been  excluded  from  the  revenue  forecasts. 

The  1995  legislature  enacted  one  bill  that  will  change  the 
coal  severance  tax  collections.  House  Bill  343  provided  an 
exemption  from  the  state  coal  severance  tax  for  coal  used  as 
feedstock  in  a  coal  enhancement  facility.  The  new  state  coal 
severance  tax  exemption  is  available  for  up  to  two  million 
tons  of  coal  per  year  per  supplier.  Coal  enhancement 
facilities  use  coal  feedstock  to  produce  a  solid,  liquid  or 
gaseous  fuel  as  the  primary  product.  These  facilities 
thermally  or  chemically  alter  the  characteristics  of  the  coal 
by  either  improving  its  BTU  value  per  pound  or  reducing  its 
sulfur  concentration  by  at  least  25  percent.  House  Bill  343 
was  effective  for  coal  produced  during  calendar  1995  and 


every  year  thereafter  until  December  31,  2005.  The  bill  is 
expected  to  reduce  state  coal  severance  tax  collections  by 
$1.05  million  during  the  1999  biennium. 

The  1995  legislature  also  enacted  three  bills  that  will  change 
coal  severance  tax  distributions  beginning  in  fiscal  1996. 

Beginning  in  fiscal  1996,  HB  19  reallocated  12.0  percent  of 
annual  coal  tax  revenues  currently  being  deposited  into  the 
highway  reconstruction  trust  fund  to  the  long-range  building 
program  (LRBP),  to  fund  capital  projects  or  to  pay  for  debt 
service  associated  with  new  LRBP  general  obligation  debt. 
Because  new  debt  service  payments  were  not  scheduled  to 
begin  until  fiscal  1997,  HB  19  required  that  in  fiscal  1996 
$5.2  million  be  transferred  to  the  general  fund  "if  prior  to 
June  30,  1996,  there  is  sufficient  money  in  the  account". 
Consequently,  $5.2  million  was  made  available  for  residual 
equity  transfer  from  the  LRBP  account  to  the  general  fund 
in  fiscal  1996.  The  allocation  of  12.0  percent  of  coal 
severance  tax  revenues  to  the  LRBP  is  permanent. 

Senate  Bill  27  allocates  coal  severance  tax  to  various 
accounts  as  a  percentage  of  the  total  severance  tax 
collections.  Under  previous  law,  the  allocation  of  coal 
severance  tax  to  the  general  fund,  the  SEA,  and  the  highway 
reconstruction  fund  totaled  62.0  percent,  with  the  remaining 
38.0  percent  allocated  to  various  other  accounts.  The 
allocations  to  these  other  accounts  are  expressed  as  a  percent 
of  the  remaining  38.0  percent.  Senate  Bill  27  also  abolished 
the  distribution  of  coal  severance  tax  to  the  renewable 
resource  development  bond  fund,  and  reallocated  its  share  to 
the  renewable  resource  loan  debt  service  fund,  which  is  used 
for  water  development  loans.  In  addition,  SB  27  rounded 
the  allocation  of  coal  severance  tax  revenue  to  the  park 
acquisition  trust  and  the  arts  trust.  The  allocation  to  the 
parks  trust  was  rounded  up  from  1.267  percent  to  1.27 
percent,  and  the  allocation  to  the  arts  trust  was  rounded 
down  from  .633  percent  to  .63  percent. 

Senate  Bill  83  abolished  the  separate  allocation  of  coal 
severance  tax  to  the  local  impact  account,  the  county  land 
planning  account,  the  conservation  district  account,  the 
growth  through  Montana  agriculture  account,  and  the 
allocation  to  the  state  library  commission.  Starting  in  fiscal 
1996,  an  allocation  of  8.36  percent  —  the  sum  of  the 
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percentages  formerly  allocated  to  these  accounts  —  will  be 
made  to  a  single  special  revenue  account.  For  the  1997 
biennium,  each  program  will  receive  the  same  amount  of 
revenue  it  would  have  received  in  the  absence  of  the  change 


contained  in  SB  83.  For  fiscal  1998  and  beyond,  the 
allocation  of  coal  severance  tax  revenue  among  these 
purposes  will  be  determined  by  legislative  appropriation. 


A 

Fiscal 
Year 

1979 

Total 

Collections 

Millions 

42.689164 

General  Fund 

Collections 

Millions 

16.008492 

GF 
Percent 
Change 

Coal  Severance  Tax 

A 

1980 

75.125009 

25.432649 

58.87% 

A. 

\ 

1981 

70.415073 

16.899657 

-33.55% 

80 

T\^M       \     A 

\ 

1982 

86.186886 

20.684883 

22.40% 

/   ^^          "\ 

A 

1983 

80.045016 

19210830 

-7.13% 

p*                          \ 

A 

1984 

82.823427 

19.877640 

3.47% 

§ 

/                                 \/\ 

\ 

1985 

91.748855 

22.019726 

10.78% 

o     «> 

r  /                                        \ 

A 

1986 

84217223 

24212459 

9.96% 

o 

/                                          "\ 

A 

1987 

76.546602 

27.394944 

13.14% 

c 

^                                                \ 

A 

1988 

84.638333 

27.177382 

-0.79% 

■J      40 

V'"~*NB_--»-« 

A 

1989 

58.565583 

18.805414 

-30.80% 

s 

A 

1990 

67.870544 

13.024366 

-30.74% 

A                             mr^*~\ 

A 

1991 

50.457848 

13.517663 

3.79% 

20 

' d\/*~~*~*r*'^               V            mr^K 

A 

1992 

54.114107 

15.778084 

16.72% 

*"~*^*'^V-»~-    t  m  i 

A 

1993 

38.181298 

17.744422 

12.46% 

A 

A 

A 

1994 
1995 
1996 

41200704 
40.416416 
36260949 

11.046468 

10.827741 

9.714308 

-37.75% 

-1.98% 

-10.28% 

0 

i    i    i    i    i    i    i    i    i    i    i    > iii 

B79      1981      1983       1985      1987      1989      1991      1993       1995      1997      1999 

1980      1982      1984      1986      1988      1990      1992      1994      1996      1998 

Fiscal  Year 

I- 
1 
F 

1997 
1998 
1999 

37.351000 
38.831000 
38223000 

10.006000 
10.403000 
10240000 

3.00% 
3.97% 
-1.57% 

p  Total                f  General  Fund 
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Oil  Severance  Tax 

The  oil  severance  tax  was  initially  imposed  on  the 
production  of  petroleum  and  other  mineral  or  crude  oil  in  the 
state.  The  tax  was  first  enacted  in  1921  and  has  undergone 
several  modifications.  The  tax  rate  increased  from  2.65 
percent  to  5  percent  on  April  1,  1981;  to  6  percent  on  April 
1,  1983;  and  decreased  to  5  percent  on  April  1,  1985. 
During  the  July  1992  special  session,  the  legislature  imposed 
a  7  percent  surtax  on  oil  severance  tax  liability  for 
production  that  occurred  during  fiscal  1993. 

During  the  November  1993  special  session,  the  legislature 
passed  SB  18.  Senate  Bill  18  provided  reduced  rates  for  net 
proceeds  taxes,  state  severance  taxes,  and  local  government 
severance  taxes  (LGST),  for  incremental  production  of  oil 
from  enhanced  recovery  projects  that  begin  after  December 
31,  1993,  and  before  January  1,  2002.  In  addition,  SB  18 
provided  an  18-month  net  proceeds  tax  holiday  for  new 
production  of  oil  from  horizontally  drilled  wells  or  new 
incremental  production  from  horizontally  recompleted  wells 
drilled  after  June  30,  1985. 

The  reduced  tax  rates  for  net  proceeds  taxes,  LGST,  and 
state  severance  taxes  apply  to  incremental  oil  production 
during  calendar  quarters  when  the  weighted  average  price  of 
oil  as  reported  in  the  Wall  Street  Journal  for  West  Texas 
Intermediate  (WTI)  crude  i^  ;p^s  than  $30  per  barrel.  When 
the  price  of  oil  equals  or  exceeds  ?30  per  barrel,  the 
preferential  rates  terminate.  The  net  proceeds  tax  holiday 
for  incremental  oil  is  not  contingent  on  oil  price  triggers. 


Effective  January  1,  1996,  the  oil  severance  tax  was  replaced 
by  an  oil  production  tax.  The  new  oil  production  tax, 
enacted  by  SB  412  passed  during  the  1995  legislative 
session,  consolidated  the  oil  severance  tax  with  the  local 
government  severance  tax  (LGST),  the  net  proceeds  tax,  the 
resource  indemnity  and  groundwater  (RIGWA)  tax,  and  the 
privilege  and  license  (P&L)  tax  for  all  oil  produced  after 
January  1,  1996.  The  new  oil  production  tax  is  due  to  the 
state  60  days  after  the  end  of  the  production  quarter.  Once 
the  oil  production  tax  has  been  collected,  it  is  divided  into  a 
local  share  and  a  state  share.  The  state  share  is  further 
allocated  to  the  general  fund,  the  resource  indemnity 
account,  and  a  state  special  revenue  account  for  use  by  the 
Board  of  Oil  and  Gas  Conservation.  The  intention  of  the 
legislation  authorizing  the  new  oil  production  tax  was  to 
provide  each  account  with  the  same  revenue  as  when  the 
taxes  were  separate  entities. 

Because  of  coordination  with  several  bills  that  also  passed 
during  the  1995  legislative  session,  and  with  incentives 
enacted  in  SB  18,  the  oil  production  tax  has  numerous  tax 
rates  and  distribution  percentages  depending  on  several 
factors.  These  factors  include  whether  the  oil  is  produced 
from  a  stripper  well,  an  incentive  well,  from  a  well  initially 
drilled  before  July  1 ,  1985  or  after,  from  a  well  newly  drilled 
within  the  last  year  or  two,  and  whether  the  interest  being 
taxed  is  the  working  interest  or  the  royalty  interest.  The 
nearby  table  shows  tax  rates  and  distribution  percentages  for 
each  type  of  pre- 1985  oil  and  post- 1985  oil. 


28 


REVENUE  ESTIMATES 


Table  7 

Oil  Production  Tax  Rates  and  Distribution  of  Revenue 

Tax 

Local 

State 

RIT 

P&L 

Gen.  Fund 

Rate 

Share 

Share 

Share 

Share 

Share 

Pre-85  Oil 

Regular  WI 

14.20% 

60.70% 

39.30% 

8.62% 

5.17% 

86.21% 

Stripper  Wl 

10.80% 

60.70% 

39.30% 

8.62% 

5.17% 

86.21% 

Stripper  Incentive  WI 

5.80% 

86.20% 

13.80% 

62.50% 

37.50% 

0.00% 

Royalty  Interest 

17.20% 

60.70% 

39.30% 

8.62% 

5.17% 

86.21% 

Stripper  royalties 

17.20% 

60.70% 

39.30% 

8.62% 

5.17% 

86.21% 

Post-85  Oil 

0-12  Mo.  Wl 

0.80% 

0.00% 

100.00% 

62.50% 

37.50% 

0.00% 

12-24  Mo.  WI 

7.80% 

89.75% 

10.25% 

62.50% 

37.50% 

0.00% 

Regular  WI 

12.80% 

60.70% 

39.30% 

8.62% 

5.17% 

86.21% 

Stripper  WI 

10.80% 

60.70% 

39.30% 

8.62% 

5.17% 

86.21% 

Stripper  Incentive  WI 

5.80% 

86.20% 

13.80% 

62.50% 

37.50% 

0.00% 

Royalty  Interest 

15.10% 

60.70% 

39.30% 

8.62% 

5.17% 

86.21% 

Stripper  royalties 

15.10% 

60.70% 

39.30% 

8.62% 

5.17% 

86.21% 

WI  stands  for  Working 

Interest. 

Oil  severance  tax  revenues  are  dependent  on  well-head 
prices  and  the  number  of  barrels  of  oil  produced.  In  the 
1991  biennium,  world  oil  prices  increased  sharply  due  to  the 
Persian  Gulf  conflict;  however,  this  price  rally  was  short- 
lived. Throughout  calendar  1992  and  1993,  prices  stayed  at 
or  below  $20  per  barrel.  In  1996,  the  price  of  oil  at  times 
reached  $25  per  barrel  on  New  York  markets.  The  forecast 
for  oil  severance  tax  revenues  assumes  that  Montana  oil 
prices  will  average  $17.65,  $17.63,  and  $18.24  per  barrel  in 
calendar  1997  through  1999,  respectively. 

Taxable  oil  production  has  declined  from  34.6  million 
barrels  produced  in  calendar  1974  to  15.9  million  barrels  in 
calendar  1995.  This  rate  of  decline,  approximately  3.6 
percent,  is  expected  to  continue  in  the  1999  biennium. 


The  1995  legislature  also  enacted  comprehensive  changes  to 
oil  and  gas  taxation  laws. 


stripper  oil  production  from  the  state  severance  tax  if  the 
average  price  per  barrel  of  oil  received  during  a  calendar 
quarter  is  less  than  $30.  The  exemption  is  available  only  to 
the  working  interest;  the  royalty  owner  must  continue  to  pay 
the  state  severance  tax  on  his/her  share  for  all  barrels  of  oil 
produced  by  a  stripper  well.  House  Bill  90  is  coordinated 
with  SB  412,  the  oil  and  gas  tax  simplification  bill.  House 
Bill  90  was  expected  to  reduce  the  state's  share  of  oil 
production  tax  revenues  by  $1,964  million  during  the  1997 
biennium.  The  bill  was  effective  for  oil  produced  in  quarters 
beginning  on  or  after  July  1,  1995. 

House  Bill  418  increased  the  privilege  and  license  tax  on 
producers  of  oil  and  natural  gas  from  2/10  of  one  percent  to 
3/10  of  one  percent,  effective  on  production  occurring  after 
June  30,  1995.  This  bill  was  coordinated  with  SB  412,  the 
oil  and  gas  tax  simplification  bill.  The  revenue  from  the  oil 
production  tax  is  deposited  in  a  special  revenue  account  for 
use  by  the  Board  of  Oil  and  Gas  Conservation. 


House  Bill  90  exempted  the  first  three  barrels  a  day  of 
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Senate  Bill  338  exempted  oil  and  gas  production  from  state 
severance  tax  for  the  first  24  months  of  new  production  for 
all  wells  drilled  after  March  31,  1995,  or  from  a  well  that  has 
not  been  in  production  during  the  previous  5  years.  This  bill 
was  also  coordinated  with  SB  412.  The  state's  share  of  oil 
production  tax  revenues  was  expected  to  be  reduced  as  a 
result  of  SB  338  by  $1,264  million  during  the  1997 
biennium. 


Total 

General  Fund 

GF 

A 

Fiscal 
Year 

1979 

Collections 
Millions 

7.056573 

Collections 
Millions 

7.056573 

Percent 
Change 

Oil  Tax| 

A 

1980 

10.544555 

10.544555 

49.43% 

A 

1981 

19.646958 

18.654469 

76.91% 

50 

^m-m                  f~n 

A 

1982 

47.117535 

45.473425 

143.77% 

fZ\            /   \ 

A 

1983 

48.141445 

43.787960 

-3.71% 

n   \          \ 

A 

1984 

50.002206 

32.686014 

-25.35% 

s 

40 

\    \            \ 

A 

1985 

50.212317 

32.526656 

-0.49% 

Q 

/  V,  \           \  -. 

A 

1986 

38.357103 

23.152504 

-28.82% 

30 

/       ^  \                      V/^m 

A 

1987 

17.159254 

10.762412 

-53.52% 

B 

/      \\            v 

A 

1988 

17.263010 

16.484059 

53.16% 

= 

/       \\ 

A 

1989 

13.854902 

13234516 

-19.71% 

2 

20 

f           \L     A 

A 

1990 

15.261870 

14.510149 

9.64% 

/              ^K^V   \ 

A 

A 

1991 
1992 

51.407045 
50.596822 

18.885901 
20.427115 

30.16% 
8.16% 

10 

•/      ^ 

A 

1993 

40259237 

17.037621 

-16.59% 

\ 

1994 

33  411917 

P  09^690 

-29.02% 

-0.55% 

-19.10% 

1     1     1     1    1 

A 

\ 

1995 
1996 

27.783958 
33.076501 

12.026682 
9.730037 

1979       1981       1983       1985       1987      1989       1991       1993       1995       1997       1999 
1980      1982       1984       1986      1988      1990      1992       1994       1996      1998 

1 

F 
F 

1997 
1998 
1999 

31.626000 
30291000 
29.981000 

10.175UOO 
9.745000 

4.57% 
4.23% 

H  Total               ^  General  Fund  1 

9.645U0C 

-1.03% 
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Interest  on  Investments 


The  Department  of  Commerce  Board  of  Investments  is 
responsible  for  investing  all  state  funds.  Sections  17-6-201 
and  17-6-211,  MCA,  provide  guidelines  under  which  the 
funds  must  be  invested.  Unless  specifically  stated  by 
statute,  all  interest  earned  on  these  investments  is  deposited 
in  the  general  fund  account. 

In  the  early  1980s,  interest  income  was  a  major  source  of 
general  fund  revenue  due  to  high  interest  rates  and  large 
investable  balances.  Since  1982,  however,  interest  income 
has  contributed  a  smaller  proportion  of  total  general  fund 
revenues  due  to  lower  interest  rates  and  smaller  investable 
balances. 

The  sharp  decline  in  revenues  in  fiscal  1986  was  the  result 
of  lower  interest  rates,  lower  investable  balances,  and  a  bill 
that  authorized  interest  earned  on  the  highway  gas  tax 
account  to  accrue  to  the  highway  account.  The  June  1986 
special  session  amended  this  legislation  to  allow  earnings 
from  the  highway  account  to  accrue  to  the  general  fund. 

Beginning  in  fiscal  1991,  interest  earned  on  the  SEA  was 
retained  in  that  account,  rather  than  being  deposited  in  the 
general  fund. 

Starting  in  fiscal  1993,  the  interest  earned  on  hunting  and 
fishing  license  fees  was  deposited  in  the  state  special 
revenue  account  and  credited  to  the  Department  of  Fish, 
Wildlife,  and  Parks.  Under  the  previous  law,  the  general 
fund  received  this  interest. 

Interest  rates  declined  sharply  in  the  1993  biennium, 
reaching  the  lowest  levels  in  two  decades.  Low  interest  rates 
continued  through  the  remainder  of  calendar  1993  and  then 
began  to  rise  in  response  to  the  moderately  robust  economy 
and  in  response  to  several  increases  in  short-term  rates  by 
the  Federal  Reserve.  In  calendar  1994,  the  Federal  Reserve 
raised  the  federal  funds  rate  six  times  for  a  total  of  250  basis 
points.  Short-term  interest  rates  continued  rising  until  mid- 
1995,  and  have  declined  to  around  5.3  percent  since  then. 

Treasury  cash  is  invested  in  a  mixture  of  short  and  medium- 
term  investments.  Consequently,  the  interest  assumptions 


adopted  by  ROC  incorporate  a  blend  of  short  and 
intermediate-term  rates.  The  average  blended  interest  rates 
adopted  by  ROC  for  consideration  by  the  Fifty-fifth 
Legislature  are  5.51,  5.31,  and  5.31  percent  for  fiscal  1997, 
1998  and  1999,  respectively. 

To  ease  cashflow  problems  during  the  1995  and  1997 
biennia,  the  state  issued  tax  and  revenue  anticipation  notes 
(TRANS):  $88.9  in  fiscal  1994,  $70.1  million  in  fiscal  1995. 
and  $101.2  million  in  fiscal  1996.  ROC  adopted  TRANS 
assumptions  of  $59.5  million  for  fiscal  1997  through  fiscal 
1999,  which  has  the  effect  of  increasing  the  average 
investable  balance. 

The  1995  legislature  enacted  the  following  legislation  that 
impact  the  earnings  in  the  Treasury  Cash  Account  (TCA). 

House  Bill  2  authorized  the  Department  of  Revenue  to 
automate  functions  associated  with  mail  room  receipt  of  tax 
returns  in  order  to  speed  collection  and  recording  of  tax 
payments.  The  mail  room  was  fully  automated  by  mid- 
fiscal  1996.  This  automation  will  result  in  a  small 
acceleration  of  revenue  within  each  fiscal  year.  The  earlier 
receipt  of  tax  payments  resulted  in  increased  general  fund 
interest  earnings  amounting  to  $.  1 05  million  during  the  1 997 
biennium. 

House  Bill  293  revised  the  state  income  tax  withholding  and 
old  fund  liability  tax  (OFLT)  laws  by  providing  the  option 
of  electronic  filing  and  by  aligning  the  timing  for  payment 
of  withholding  tax  and  the  OFLT  with  the  payment  of 
federal  withholding  tax.  Under  the  new  withholding 
schedules,  any  employer  with  total  liability  for  withholding 
of  $12,000  or  more  during  the  preceding  lookback  period 
must  remit  withholding  payments  in  conformity  with  the 
employer's  payroll  period.  If  the  total  withholding  liability 
for  the  lookback  period  is  between  $1,200  and  $12,000, 
withholding  payments  must  be  made  monthly.  For 
withholding  liabilities  of  less  than  $1,200  for  the  preceding 
lookback  period,  withholding  payments  must  be  made 
annually. 

Payment  of  withholding  liabilities  to  the  Department  of 
Revenue  were  accelerated  for  employers  with  withholding 
liabilities  between  $1,200  and  $300,000.  These  payments 
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under  previous  law  were  made  on  a  quarterly  basis,  but  now 
are  made  more  often  depending  on  the  employers'  payroll 
periods.  Payments  by  employers  with  less  than  $1,200  in 
withholding  liabilities  were  decelerated,  as  the  payments  that 
were  made  quarterly  are  instead  made  annually.  Employers 
with  less  than  $1,200  in  withholding  liabilities  account  for 
only  2.1  percent  of  the  total  withholding  liability. 

The  new  withholding  schedules  became  effective  January  1 , 
1996.  Because  of  the  acceleration  of  withholding  receipts, 
treasury  cash  interest  earnings  were  expected  to  increase  in 
fiscal  1996  and  fiscal  1997  by  $.965  million.  Additionally, 
because  the  state  has  the  cash  earlier  in  fiscal  year  1997,  the 
amount  of  Tax  Revenue  Anticipation  Notes  (TRANS)  sold 
was  reduced.  For  each  dollar  in  TRANS,  the  state  is  able  to 
earn  arbitrage  because  the  interest  rate  at  which  the  state 
invests  TRANS  proceeds  exceeds  the  interest  rate  it  must 
pay  investors  in  TRANS. 


Senate  Bill  83,  which  revised  laws  concerning  dedicated 
revenue  and  statutory  appropriations,  changed  the  method  of 
accounting  for  revenue  formerly  deposited  in  the  SEA.  All 
sources  of  revenue  deposited  to  the  SEA  prior  to  fiscal  1996 
are  now  deposited  in  the  general  fund. 

Senate  Bill  86  allowed  fuel  distributors  to  pay  fuel  tax  by 
means  of  electronic  funds  transfers.  Earlier  receipt  of  fuel 
taxes  in  the  highway  account  increases  the  balance  available 
for  investment  in  the  treasury  cash  account  and  therefore 
increases  TCA  earnings  deposited  in  the  general  fund. 

Senate  Bill  357  increased  benefits  to  participants  in  the 
firefighters'  unified  retirement  system  (FURS),  and 
increased  the  state's  contribution  to  FURS.  The  state's 
increased  contributions  to  these  retirement  systems 
decreases  TCA  interest  earnings  by  reducing  the  investable 
balance. 


A 

Fiscal 
Year 

1979 

Total 

Collections 

Millions 

13.162236 

General  Fund 

Collections 
Millions 

13.162236 

GF 
Percent 
Change 

TCA  Interest  Earnings 

A 

1980 

19216516 

19216516 

46.00% 

f 

A 

1981 

27.739434 

27.739434 

44.35% 

f\                                     A 

A 

1982 

44.818971 

44.818971 

61.57% 

40 

/  \                                  /  1 

A 

1983 

38.149114 

38.149114 

-14.88% 

/      \                                    \ 

A 

1984 

30.780603 

30.780603 

-19.32% 

£ 

\                                   \ 
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1985 

32.154906 

32.154906 

4.46% 
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\                                  \ 
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1986 

21.044770 

21.044770 

-34.55% 
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1987 

22228606 

22228606 

5.63% 
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a                        \              9          \           W 

A 

1988 

28.512114 

28.512114 

2827% 

= 

j                           \         /              \   /\ 

A 

1989 

47.124294 

47.124294 

6528% 
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A 

1990 

26.725363 

26.725363 

^329% 
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1991 

22.624293 

22.624293 

-15.35% 

i                                 \     A-» 

A 

1992 

28.702764 

28.702764 

26.87% 

/                                  ^/  ^k*~*- 

A 

1993 

15.534745 

15534745 

^15.88% 

■                                      ■ 

-\ 

1994 

13  641728 

13  641V8 

-12.19% 
33.93% 
-10.81% 

i  i  i  i  i i 

\ 
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1995 
1996 

18.270206 
16294496 

18270206 
16294496 

1979       1981       1983       1985       1987      1989       1991       1993       1995       1997      1999 
1980      1982      1984      1986      1988      1990      1992       1994      1996      1998 

F 
1 
F 

1997 
1998 
1999 

15.162000 
14.490000 
14.101000 

15.162000 
14.490000 

-6.95% 

^♦.43% 

g  Total                4  General  Fund  1 

14.101000 

-2.68% 
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Long-Range  Bond  Excess 

Each  biennium  all  agencies  are  requested  to  submit 
proposals  for  capital  projects  to  be  funded  from  the  sale  of 
long-range  building  bonds.  If  the  legislature  authorizes  the 
sale,  the  principal  and  interest  obligations  are  paid  from  the 
long-range  building  debt  service  account.  Revenues 
deposited  to  this  account  include  portions  of  the  individual 
income  tax  and  corporation  license  tax,  and  cigarette  and 
tobacco  taxes.  When  the  amount  of  money  in  the  debt 
service  account  exceeds  the  annual  principal  and  interest 
payments,  the  excess  is  transferred  to  the  general  fund. 

Historically,  revenues  from  this  source  were  estimated  by 
adding  anticipated  receipts  from  the  earmarked  tax  sources 
and  subtracting  the  necessary  principal  and  interest 
payments.  In  fiscal  1984,  however,  the  Department  of 
Administration  (DOA)  began  transferring  all  debt  service 
revenues  to  the  general  fund.  A  general  fund  statutory 
appropriation  was  established  to  transfer  the  necessary 
principal  and  interest  payments  back  to  the  debt  service 
account.  These  accounting  transactions  had  zero  impact  on 
the  general  fund  account  balance.  It  is  assumed  that  DOA 
will  continue  these  accounting  procedures  throughout  the 
forecast  period. 

The  1993  legislature  enacted  HB  46,  affecting  the 
distribution  of  cigarette  tax  revenues.   Beginning  in  fiscal 


1994,  HB  46  reserves  a  percentage  of  the  cigarette  tax  for 
the  operation  and  maintenance  of  state  veterans'  nursing 
homes.  The  amount  reserved  reduces  the  amount  of 
cigarette  tax  distributed  to  the  long-range  building  program 
for  capital  projects.  Although  the  statute  required  a  minor 
change  in  distribution  effective  in  August  1993,  this  change 
will  have  minimal  impact  to  the  general  fund  and  debt 
service  accounts  in  the  future.  The  distribution  of  cigarette 
tax  under  HB  46  is  shown  in  Table  8. 


Cigarette 

Table  8 

Tax  Distribution 

Effective 
July  1,  1993 

Effective 
August  15,  1993 

Veterans'  Homes 
Capital  Projects 
Debt  Service 

10.38% 
16.82% 
72.80% 

11.11% 
18.00% 
70.89% 

The  1995  legislature  passed  HB  199,  HB  202,  HB  209,  HB 
293,  HB  497,  HB  560,  and  SB  358,  which  impact  income  tax 
revenues  and  corporation  license  tax  revenues.  These  bills 
will  in  turn  affect  long-range  bond  excess  revenues.  The  net 
effect  of  these  bills  will  be  to  reduce  bond  excess  revenue 
slightly  during  the  1999  biennium. 


33 


REVENUE  ESTIMATES 


Total 

General  Fund 

GF 

A 

Fiscal 
Year 

1979 

Collections 
Millions 

21.800000 

Collections 
Millions 

21.800000 

Percent 
Change 

Long  Range  Bond  Excess  J 

A 

1980 

20.700000 

20.700000 

-5.05% 

_ 

A 

1981 

26.500000 

26.500000 

28.02% 

n~^* 

A 

1982 

20.450000 

20.450000 

-22.83% 

Jk/ 

A 

1983 

22.797971 
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m       / 

A 

1984 
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£ 

_                  J  \id 

A 
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35.487786 

35.487786 
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35.312990 
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-0.49% 
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/ 

A 

1988 

37.461464 

37.461464 

6.08% 
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/ 

A 

1989 

41.984807 

41.984807 

12.07% 

2 

■      / 

A 

1990 

46.168712 

46.168712 

9.97% 

/\    i 

A 

1991 

40.713103 

40.713103 

-11.82% 

20 

-""■     ■> 

A 

1992 

42.734109 

42.734109 

4.96% 

\ 

1993 

47.644481 

47.644481 

11.49% 

a 

1994 

49214565 

49214565 
48.150374 
52.368957 

3.30% 
-2.16% 
8.76% 

A 
A 

1995 
1996 

48.150374 
52.368957 

1979       1981       1983       1985       1987      1989       1991       1993       895       1997       899 
880      882      884      886      888      890      892      894      896      898 

F 
F 

1 

1997 
1998 
1999 

51.704000 
53.145000 
54.753000 

51.704000 
53.145000 
54.753000 

-1.27% 
2.79% 
3.03% 

—  Total              ^General  Fundi 
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Coal  Trust  Fund  Interest 

Article  IX,  section  5  of  the  Montana  Constitution  requires 
that  50  percent  of  all  coal  severance  tax  revenue  be 
deposited  in  a  permanent  coal  tax  trust  fund  and  that  the 
principal  of  the  trust  "shall  forever  remain  inviolate  unless 
appropriated  by  a  three-fourths  vote  of  each  house".  By 
statute,  interest  earned  on  this  trust  not  earmarked  to  other 
programs  is  distributed  100  percent  to  the  general  fund. 

Table  9  details  the  distribution  in  recent  years  of  that  portion 
of  the  interest  earned  on  the  permanent  coal  tax  trust  fund 
that  is  not  earmarked  for  other  programs. 


Table  9 

Distribution  of  Coal  Trust  Fund  Interest 

General 

Permanent 

School 

Fiscal  Year 

Fund 

Trust 

Equalization 

1984-1986 

85.0% 

15.0% 

0.0% 

1987 

100.0 

0.0 

0.0 

1988-1989 

98.0 

2.0 

0.0 

1990 

100.0* 

0.0 

0.0 

1991-1995 

85.0 

0.0 

15.0 

1996  and  Beyond 

100.0 
of  interest  appropriated 

0.0                     0.0 
for  medical  research  facilities. 

*Minus  $2.0  million 

The  interest  earned  on  the  permanent  coal  tax  trust  fund  is 
an  important  general  fund  revenue  source.  During  the 
period  of  fiscal  1981  through  fiscal  1996,  $553.1  million  in 
interest  from  this  trust  was  deposited  in  the  general  fund.  In 
fiscal  1996,  permanent  coal  tax  trust  fund  interest  provided 
4.3  percent  of  total  general  fund  revenue. 

Initiative  95,  approved  by  voters  in  1982,  required  that  25 
percent  of  the  revenue  deposited  in  the  permanent  coal  tax 
trust  fund  after  June  30,  1983,  be  placed  in  the  in-state 
investment  trust  fund  for  investment  in  the  Montana 
economy  "with  special  emphasis  on  investments  in  new  or 
expanding  locally  owned  enterprises".  The  1991  legislature: 
1 )  eliminated  separate  accounting  for  the  in-state  investment 
trust;  and  2)  instructed  the  Board  of  Investments  to 
"endeavor  to  invest  up  to  25%  of  the  permanent  coal  tax 
trust  fund"  in  the  Montana  economy. 


The  1989  and  1991  legislatures  authorized  the  Montana 
Science  and  Technology  Alliance  (MSTA)  use  of  $12.6 
million  from  the  in-state  investment  fund  for  investment  in 
new  and  expanding  technology-based  Montana  businesses 
and  for  research  and  development  project  loans.  The  1993 
legislature  authorized  MSTA  to  invest  an  additional  $1 1.0 
million  from  the  in-state  investment  program.  As  of 
November  1994,  $15.0  million  had  been  committed  for 
loans  to  Montana  businesses.  A  portion  of  the  uncommitted 
funds  for  research  was  to  be  returned  to  the  trust  at  the  end 
of  fiscal  1995,  and  the  uncommitted  portion  for  seed  capital 
must  return  to  the  trust  at  the  end  of  fiscal  1997. 

The  payback  of  principal  from  MSTA  loans  also  returns  to 
the  trust.  Before  July  1,  1993,  the  interest  from  MSTA  loans 
was  distributed  in  the  same  manner  as  other  interest  earned 
on  the  permanent  coal  tax  trust  fund.  House  Bill  394, 
enacted  by  the  1993  legislature,  created  a  special  revenue 
account  into  which  all  interest  earned  from  MSTA  loans  is 
deposited  and  from  which  MSTA  expenses  will  be  paid, 
with  the  balance  returning  to  the  trust. 

House  Bill  394,  passed  in  1993,  extended  the  authority  of 
the  MSTA  to  loan  money  from  the  permanent  coal  tax  trust 
fund  for  research  and  development  projects  until  the  end  of 
fiscal  1995  and  for  seed  capital  projects  until  the  end  of 
fiscal  1997.  The  bill  also  increased  the  amount  of 
permanent  coal  tax  trust  fund  principal  available  during  the 
renewed  period  for  research  and  development  project  loans 
to  $8.1  million  and  for  seed  capital  project  loans  to  $15.5 
million.  Payback  of  loans  are  deposited  in  a  special  revenue 
account  to  offset  costs  of  administration  by  MSTA,  after 
which  the  payback  must  be  deposited  in  the  permanent  coal 
tax  trust  fund. 

Senate  Bill  38,  passed  in  1995,  authorized  the  job  investment 
act  under  which  the  Department  of  Commerce  may  loan  a 
portion  of  the  permanent  coal  tax  trust  to  businesses  to 
create  and  retain  jobs  in  Montana.  A  loan  to  a  qualified 
business  may  not  exceed  $500,000  and  the  department  is  to 
report  annually  to  the  Revenue  Oversight  Committee.  The 
legislation  also  reduced  the  amount  of  permanent  coal  tax 
trust  funds  that  the  Board  of  Investments  allows  the 
Montana  Board  of  Science  and  Technology  Development  to 
invest  in  seed  capital  loans  and  mezzanine  loans  from  $15.5 
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million  to  $12.5  million.  The  bill  also  increased  the  amount 
of  permanent  coal  tax  trust  funds  available  for  research  and 
development  projects  from  $8.1  million  to  $1 1.1  million.  In 
the  past  these  funds  were  used  primarily  as  loans  to  the 
University  system.  Under  SB  38,  these  funds  will  be 
granted  to  the  university  system  for  research  and 
development  projects.  The  effect  of  this  legislation  is  to 
reduce  the  corpus  of  the  trust,  thus  reducing  interest  earnings 
deposited  in  the  general  fund. 

Coal  tax  revenue  flowing  into  the  permanent  coal  tax  trust 
fund  is  also  used  to  secure  state  bonds  issued  to  finance 
water  resource  development  projects  and  activities.  Since 
1981  when  the  legislature  authorized  this  bonding  program, 
$96.0  million  in  water  development  projects  throughout  the 
state  have  been  authorized  with  revenue  from  these  bonds. 

The  1991  legislature  also  appropriated  $3.25  million  from 
the  permanent  coal  tax  trust  fund  for  the  Microbusiness 
Development  Act.  These  funds  provided  capital  to 
microbusiness  development  corporations  that  provide  loans 
and  technical  assistance  to  qualified  small  businesses. 
Interest  earnings  and  loan  repayments  are  retained  by  the 
program  to  finance  administrative  costs  and  future  loans. 

House  Bill  354,  passed  during  the  1995  session,  expanded 
appropriations  for  the  Microbusiness  Financing  Act,  which 
provides  loans  to  businesses  employing  less  than  ten 
employees  and  generating  less  than  $500,000  in  gross 
revenue  annually.  The  expansion  of  tiiib  program  doubles 
the  current  appropriation  to  $3.25  million  of  investable  coal 
tax  trust  funds  made  available  i:o  the  Microbusiness  Finance 
Program  in  the  Department  of  Commerce.  Beginning  July 
1,  1995,  HB  354  also  increased  the  maximum  loan  amount 
per  individual  loan  from  $20,000  to  $35,000.  The  program 
provides  financing  for  working  capital  assets  and  fixed  asset 
acquisition  with  more  flexible  repayment  terms  than  those 
offered  by  commercial  institutions.  Payback  of  interest  and 
principal  of  the  loan  amounts  is  used  for  administrative 
purposes  and  for  financing  new  microbusiness  loans.  The 
reduction  in  coal  tax  trust  principal  as  a  result  of  this  bill 
will  result  in  reduced  interest  earnings  to  the  general  fund  in 
the  1999  biennium. 


During  the  January  1992  special  session,  the  legislature 
authorized  the  creation  of  a  school  bond  contingency  loan 
fund  within  the  permanent  coal  tax  trust  fund.  The 
contingency  fund  provided  up  to  $25.0  million  in  loan 
guarantees  for  school  district  bonds  certified  by  the 
Department  of  Administration  as  meeting  certification 
standards,  but  for  which  subsequent  litigation  prevents 
collection  of  property  taxes  levied  for  debt  service.  School 
districts  are  required  to  repay  any  guarantee  funds  used. 
Interest  on  the  contingency  fund  is  distributed  in  the  same 
manner  as  other  interest  earned  on  the  permanent  coal  tax 
trust  fund.  This  legislation  expired  on  January  1,  1993. 
House  Bill  667,  passed  during  the  1993  legislative  session, 
provides  school  facility  reimbursements  to  certain  schools 
with  bonds  that  have  been  issued  since  July  1,  1991. 

The  contingency  fund  provided  backing  for  $23.4  million  in 
school  bonds  for  14  schools.  The  average  balance  in  the 
contingency  fund  has  been  slightly  more  than  $2.0  million. 
The  contingency  fund  will  continue  to  exist  for  the  next  20 
years  until  these  bonds  are  retired. 

Passed  during  the  November  1993  special  session,  SB  4 
mandated  the  cash  balance  in  the  coal  tax  bond  fund  as  of 
July  1,  1993,  be  deposited  in  the  permanent  coal  tax  trust 
fund.  The  total  amount  transferred  was  $31.1  million.  In 
addition,  any  balance  in  the  clean  coal  technology 
demonstration  fund  was  authorized  to  be  transferred  to  the 
permanent  coal  tax  trust  fund.  Senate  Bill  4  also  changed 
the  mechanism  for  distributing  severance  tax  receipts  by 
requiring  the  50  percent  coal  severance  tax  revenue 
allocation  to  the  permanent  trust  be  equally  divided  between 
the  trust  and  the  treasure  state  endowment  fund  (TSEF). 

In  the  June  1992  election,  voters  approved  a  referendum  to 
create  the  treasure  state  endowment  fund  (TSEF)  within  the 
permanent  coal  tax  trust  fund.  The  fund  received  a  $10.0 
million  loan  from  the  trust  principal  in  fiscal  1994  and  will 
receive  half  the  funds  deposited  in  the  trust  during  fiscal 
1994  through  fiscal  2013.  Interest  earned  on  the  TSEF  is 
used  to  finance  local  infrastructure  projects,  as  prioritized  by 
the  Departments  of  Commerce  and  Natural  Resources  and 
Conservation  and  authorized  by  the  legislature. 
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House  Bill  401,  passed  in  the  1993  session  and  HB  305, 
passed  in  the  1995  session,  authorized  loans  to  the 
Department  of  Environmental  Quality  (formerly  the 
Department  of  Health  and  Environmental  Sciences)  from  the 
permanent  coal  severance  tax  trust  for  technical,  litigation, 
and  administrative  expenses  associated  with  the  natural 
resource  damage  suit  against  the  Atlantic  Richfield 
Company  in  the  Clark  Fork  River  Basin.  The  amount  of  the 
loans  authorized  was  $2.6  million  during  the  1995  biennium, 
$2.3  million  during  1997  biennium,  and  $5.2  million  to 
repay  principal  and  interest  to  the  general  fund  for  litigation 
costs  incurred  in  the  1993  biennium.  As  of  June  30,  1996, 
$9.2  million  had  been  withdrawn  from  the  permanent  coal 
tax  trust  to  pay  for  litigation  expenses. 

In  addition  to  the  investable  balance,  interest  rates  play  a 
major   role    in   determining   the   amount   of  trust   fund 


investment  earnings.  Long-term  rates  on  bonds  rose  during 
calendar  1994  and  began  to  decline  in  calendar  1995.  In 
calendar  1996,  long  term  rates  declined  further  to  around  6.6 
percent.  Long-term  interest  rates  used  in  projecting 
investment  earnings  on  the  coal  trust  are  expected  to  average 
7.00,  6.48,  and  6.33  percent  in  fiscal  years  1997  through 
1999,  respectively. 

The  coal  trust  interest  revenue  estimates  also  include 
adjustments  for  bond  call  income.  During  fiscal  1993  when 
interest  rates  were  low,  bond  calls  totaled  $9.3  million.  In 
fiscal  1994,  as  interest  rates  rose,  bond  calls  dropped  to  $4.5 
million.  Bond  call  income  declined  to -$1.1  million  in  fiscal 

1995,  then  rebounded  to  a  gain  of  $.36  million  in  fiscal 

1996.  Gains  and  losses  to  the  permanent  trust  are  expected 
to  remain  at  $.36  million  for  fiscal  years  1997  through  1999. 


A 

Fiscal 
Year 

1979 

Total 

Collections 

Millions 

0.000000 

General  Fund 

Collections 

Millions 

0.000000 

GF 
Percent 
Change 

Coal  Trust  Interest  Earnings  | 

A 

1980 

0.000000 

0.000000 

Not  App. 

A 

1981 

7.421901 

7.421901 

Not  App. 

Jk 

A 

1982 

11.542421 

11.542421 

55.52% 

_^»-»\ 

A 

1983 

18.466762 

18.466762 

59.99% 

*        V  j*"*-*""" 

A 

1984 

22291337 

18.947636 

2.60% 

in     40 

Sa 

W^w                    ^* 

A 

1985 

28.672038 

24299902 

2825% 

"o 
Q 

TJ 

\ 

1986 

38.168226 

32.443208 

33.51% 

It 

A 

1987 

39.924866 

39.924866 

23.06% 

c 

rl 

A 

1988 

37.6927% 

36.754944 

-7.94% 

s 

Jr 

A 

1989 

41.456920 

40.806026 

11.02% 

2     20 

J% 

\ 

1990 

45.671428 

44.830283 

9.86% 

/ 

A 

1991 

46.999390 

46.999390 

4.84% 

d 

A 

1992 

47.595927 

47.069997 

0.15% 

w( 

■\ 

1993 

51247658 

49.787658 

5.77% 

r 

A 
A 

A 

1994 
1995 
1996 

41.725015 
36.675110 
41.532305 

41.725015 
36.675110 
41.532305 

-16.19% 

-12.10% 

1324% 

j.  v  i  i  i  i  i    i 

1979       B81       1983       1985       1987      1989       1991       1993       1995       1997       1999 

1980       1982       1984       1986      B88       1990      1992       1994       1996       1998 

Fiscal  Year 

1 
1' 

1997 
1998 

41.969000 
42.611000 

41.969000 
42.611000 

1.05% 
1.53% 

B  Total                ^  General  Fund  1 

F 

1999 

43218000 

43218000 

1.42% 
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Insurance  Premiums  Tax 

The  insurance  premiums  tax  is  levied  on  the  net  premiums 
or  gross  underwriting  profit  for  each  insurance  company 
operating  in  Montana.  The  tax  was  first  enacted  in  1 897  and 
has  been  amended  several  times  since  then.  The  current  tax 
rate  is  2.75  percent  of  net  premiums  on  policies  sold  in 
Montana.  Receipts  from  the  tax  are  distributed  to  the  police 
and  firemen  pension  funds,  with  the  remainder  going  to  the 
general  fund.  In  addition  to  the  premiums  tax,  the  State 
Auditor  collects  a  number  of  insurance  license  and  fee 
revenues,  which  are  also  deposited  in  the  general  fund. 

Collections  from  this  revenue  source  are  expected  to 
increase  in  fiscal  1997  through  fiscal  1999  at  a  rate  of  just 
over  4.5  percent  per  year  Credits  claimed  due  to  the 
insolvency  of  the  Life  of  Montana  Insurance  Company  and 
other  companies  are  expected  to  continue  falling.  Under 
current  law,  all  insurers  are  assessed  a  portion  of  the 
insolvency  of  defaulting  insurance  companies.  Insurers  can 
then  claim  a  credit  on  their  premium  tax  return  equal  to  20.0 
percent  of  the  assessment  over  a  five-year  period.  This 
credit  reduces  general  fund  revenues.  In  early  1988,  Life  of 
Montana  was  declared  to  have  an  insolvency  of 
approximately  $36.0  million.  Insurers  began  claiming 
credits  for  their  portion  of  the  assessment  in  fiscal  1990  and 
are  anticipated  to  continue  claiming  credits  through  fiscal 
1999.  The  total  cost  to  the  general  fund  over  the  nine-year 
period  will  be  approximately  $36.0  million. 

The  1993  legislature  enacted  HB  428  which  provided 
continued  funding  for  the  voluntary  statewide  genetics 
program  in  the  Department  of  Environmental  Quality 
(formerly  the  Department  of  Health  and  Environmental 


Sciences).  House  Bill  428  extended  the  70-cent  annual  fee 
paid  for  each  Montanan  insured  as  of  February  1  of  each 
year  under  any  individual  or  group  disability  or  health 
insurance  policy.  This  program  contributes  approximately 
$1.2  million  per  biennium  to  general  fund  revenue. 

During  the  1995  legislative  session,  several  measures  were 
enacted  that  will  change  insurance  premium  tax  collections. 

House  Bill  533  allowed  for  the  portability  of  health  benefit 
insurance  plans,  created  a  low-cost  health  benefit  plan,  and 
capped  the  premium  rates  on  certain  conversion  policies. 
Effective  January  1,  1996,  the  act  will  lead  to  the  sale  of 
increased  health  benefit  policies  and  increased  collections  of 
the  insurance  premiums  tax. 

Senate  Bill  341  expanded  health  benefits  covered  by  the 
Montana  Comprehensive  Health  Association  plan  for  people 
with  high-risk  health  characteristics  who  are  not  eligible  for 
standard  health  insurance  plans.  The  expansion  in  benefits 
is  covered  by  an  assessment  against  insurers  providing 
health  insurance  in  the  state  of  Montana.  Insurance 
premium  revenue  will  decline  because  all  non-Blue 
Cross/Blue  Shield  insurers  may  offset  assessments  against 
the  insurance  premium  tax  in  the  following  year.  The 
expanded  assessment  was  first  made  in  fiscal  1996  and  is 
expected  to  reduce  future  insurance  tax  revenues  slightly. 

Senate  Bill  357  increased  benefits  to  participants  in  the 
firefighters'  unified  retirement  system  (FURS),  and 
increased  the  state's  contribution  to  FURS.  The  increase  in 
the  state's  contribution  reduces  general  fund  revenue  in  the 
future. 
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A 

Fiscal 
Year 

1979 

Total 

Collections 

Millions 

14.367308 

General  Fund 

Collections 

Millions 

10.748226 

GF 

Percent 
Change 

Insurance  Tax  &  License  Fees 

50 

A 

1980 

15.177033 

11.031794 

2.64% 

A 

1981 

15.967069 

9.551061 

-13.42% 

■r 

A 

1982 

16.754178 

12.790003 

33.91% 

J\                          *^ 

A 

1983 

17.725218 

13.011479 

1.73% 

A           j* 

A 

1984 

19.517173 

13.621332 

4.69% 

s 

t\       f~mr^     *** 

A 

1985 

20.797571 

15.691565 

1520% 

o    30 

l\k                   yjj                                    J* 

A 

1986 

23.759335 

16.780399 

6.94% 

o 

11   \"""             jr* 

A 

1987 

25299537 

18.245085 

8.73% 

c 

y*y    \        _y^^ 

A 

1988 

39.564932 

32.047077 

75.65% 

§    20 

mr*        /          -■#-•   • 

A 

1989 

28.085448 

20.882814 

-34.84% 

i 

»-«jr**"^->r^^^ 

A 

1990 

26.430389 

19.446368 

-6.88% 

«-»-* 

A 

1991 

27.400168 

20.438058 

5.10% 

c 

-•"*>• 

A 

1992 

27.767615 

20.387391 

-0.25% 

A 

1993 
1994 
1995 
1996 

32.536113 
32.506094 
33.662134 
36.388114 

24.463587 
22.510848 
24.600092 
26.132824 

19.99% 
-7.98% 
928% 
6.23% 

A 

A 
A 

1979       1981       1983       1985       1987      1989       1991      1993      1995      1997      1999 

1980      1982      1984      1986      1988      1990      1992       1994      1996      1998 

Fiscal  Year 

1 

F 
F 

1997 
1998 
1999 

39.007000 
41.472000 
43.664000 

28.438000 
30.612000 

32.525000 

8.82% 
7.64% 
625% 

.Total               ~  General  Fundi 

1  1 
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Public  Institution  Reimbursements 

The  Department  of  Public  Health  and  Human  Services 
receives  reimbursement  for  the  cost  of  sheltering  and 
treating  residents  at  the  Montana  Developmental  Center 
(MDC),  the  Montana  Mental  Health  Nursing  Care  Center 
(formerly  called  Center  for  the  Aged),  Montana  State 
Hospital,  and  the  Montana  Veterans'  Home.  There  are  four 
sources  of  reimbursement  income:  1)  state  and  federally 
matched  Medicaid  monies;  2)  insurance  proceeds  from 
companies  with  whom  the  resident  is  insured;  3)  payments 
by  residents  or  persons  legally  responsible  for  them;  and  4) 
federal  Medicare  funds. 

All  revenue  collected  from  these  sources  is  deposited  in  the 
general  fund  (except  for  debt  service  payments  for  the  MDC 
facilities  renovation).  Reimbursements  received  for  the 
Veterans'  Home  are  appropriated  to  the  institution.  Most  of 
the  reimbursements  come  from  federal  Medicaid  payments. 

Three  variables  determine  the  level  of  Medicaid  nursing 
home  payments:  1)  the  number  of  patient  days  eligible  for 
Medicaid  reimbursement;  2)  the  reimbursement  rate  per 
patient  day;  and  3)  the  private  resources  of  Medicaid 
patients. 

Prior  to  fiscal  1990,  the  state's  general  fund  match  to  federal 
Medicaid  payments  was  included  in  the  Department  of 
Public  Health  and  Human  Services'  (formerly  the 
Department  of  Social  and  Rehabilitation  Services)  budget 


and  was  received  (with  the  federal  portion)  as  revenue  by 
eligible  state  institutions.  Beginning  in  the  1991  biennium, 
the  state's  general  fund  match  was  determined  from  the 
documented  general  fund  costs  of  caring  for  Medicaid 
residents.  This  change  in  budgeting  procedures  reduced 
reimbursements  to  the  general  fund  by  approximately  $4.0 
million  annually,  but  also  reduced  general  fund  costs  by  a 
like  amount. 

The  other  three  components  of  reimbursement  (insurance 
proceeds,  payments  by  residents,  and  Medicare  funds)  are 
expected  to  increase  by  the  rate  of  inflation. 

Total  collections  from  this  source  are  anticipated  to  increase 
during  the  1999  biennium  based  on  increased  Medicaid 
eligible  costs  at  state  institutions. 

The  1993  legislature  enacted  HB  685,  which  eliminated 
licensed  acute  hospital  care  and  intermediate  nursing  care  at 
Galen.  This  was  expected  to  reduce  Medicaid 
reimbursement  payments  to  the  general  fund  by  an  estimated 
$1.41  million  during  the  1995  biennium. 

Passed  by  the  1995  legislature,  SB  236  provides  restrictions 
on  Medicaid  eligibility  and  requires  recovery  of  Medicaid 
expenditures  for  long-term  care  through  liens  on  estates  and 
property.  The  additional  recoveries  will  generate  additional 
federal  public  institutional  reimbursements  in  the  general 
fund  during  the  1999  biennium. 
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Fiscal 
Year 

1979 

Total 

Collections 

Millions 

7264924 

General  Fund 

Collections 

Millions 

7264924 

GF 
Percent 
Change 

Institution  Reimbursements 

\ 

1980 

7.981975 

7.981975 

9.87% 

A 

1981 

9.899562 

9.899562 

24.02% 

16 

m           M        j/^-^jm^ 

\ 

1982 

10.974196 

10.974196 

10.86% 

f\        1    \  /           ^r^ 

\ 

1983 

11.406505 

11.406505 

3.94% 

I-*         \     ■ 

A 

1984 

9.179921 

9.179921 

-19.52% 

Ea 

/               \   1 

■\ 

1985 

12.895427 

12.895427 

40.47% 

"o 

T                    \I 

\ 

1986 

14.166104 

14.166104 

9.85% 

"S     12 

J 

\ 

1987 

14215767 

14215767 

0.35% 

c 

jm      I 

A 

1988 

15.395310 

15.395310 

8.30% 

= 

/      \  / 

A 

1989 

16.031423 

16.031423 

4.13% 

S    io 

f         \ 

A 

1990 

12284668 

12284668 

-23.37% 

I             ■ 

A 

1991 

14.140931 

14.140931 

15.11% 

8 

/ 

A 

1992 

16.329459 

16.329459 

15.48% 

^ 

A 

1993 

14.486422 

14.486422 

-1129% 

A 
A 

A 

1994 
1995 
1996 

15.414542 
16.455809 
16.141901 

15.414542 
16.455809 
16.141901 

6.41% 
6.76% 
-1.91% 

6 

i    i    i    i    i    i    i    i    i    i    i    i    i     i    i    i    i    i    i    i    i 

1979       1981       1983       1985       1987       1989       1991       1993       1995       1997       1999 

1980      1982       1984       1986       1988       1990       1992       1994       1996       1998 

Fiscal  Year 

F 
F 
F 

1997 
1998 
1999 

15.471000 
15.803000 
16.193000 

15.471000 
15.803000 
16.193000 

-1.16% 
2.15% 
2.47% 

g  Total                e  General  Fund  1 
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Liquor  Profits  and  Taxes 

The  Department  of  Revenue  is  authorized  to  sell  liquor  and 
wines  to  retail  liquor  establishments  throughout  the  state. 
These  sales  result  in  profits  and  taxes  which  are  deposited  in 
various  state  and  local  accounts. 

Prices  established  by  the  department  include  a  standard 
mark-up,  a  16  percent  excise  tax,  and  a  10  percent  license 
tax.  The  excise  tax  is  deposited  in  the  general  fund.  The 
license  tax  is  distributed  to  the  Department  of  Public  Health 
and  Human  Services  and  to  cities,  towns,  and  counties  for 
alcohol  treatment  and  rehabilitation  programs. 

The  1995  legislature  passed  HB  574  which  revised  the  laws 
regarding  the  sale  of  liquor  by  providing  for  the  conversion 
of  employee-operated  state  liquor  stores  to  agency  liquor 
stores,  and  selling  the  liquor  inventory  owned  by  the  state. 
The  liquor  inventory  valued  at  $5,537  million,  less  the  cost 
for  terminating  employees,  resulted  in  a  net  one-time 
revenue  increase  to  the  general  fund  of  $4,355  million  in 
fiscal  1997. 

Liquor  sales  for  fiscal  1997  through  1999  are  expected  to 
remain  stable.  This  is  a  change  in  the  trend  observed  during 
the  late  1980s  when  liquor  consumption  was  down.  Even 
with  an  aging  population,  more  emphasis  on  drug  and 
alcohol  education  in  our  schools,  and  the  increased 
enforcement  of  DUI  laws,  liquor  consumption  is  not 
expected  to  change  significantly  during  the  forecast  period. 


The  deficit  reduction  package  passed  by  Congress  in 
November  1990  increased  the  federal  tax  on  alcohol  by  8 
percent.  Since  Montana's  liquor  mark-up  is  applied  to  the 
price  of  the  liquor  including  the  federal  tax,  this  change 
increased  Montana's  total  liquor  sales  revenues,  translating 
into  larger  profits  and  higher  excise  taxes.  The  1999 
biennium  forecasts  for  liquor  profits  and  excise  taxes  assume 
no  further  changes  in  federal  laws. 

Operating  expenses  of  the  Department  of  Revenue  Liquor 
Division  affect  the  transfer  of  liquor  profits  to  the  general 
fund.  It  is  estimated  that  these  expenses  will  decrease  from 
the  fiscal  1994  level  of  $7.1  million  to  $6.4  million  in  fiscal 
1997. 

The  increased  profits  in  fiscal  years  1984,  1987,  1991,  and 
1992  are  attributable  to  a  reduction  in  the  inventory  of  goods 
of  the  liquor  division.  In  fiscal  1990,  the  department  began 
a  "bailment"  program,  in  which  private  vendors  own  the 
liquor  and  wine  stocked  in  the  state  warehouse.  The  product 
becomes  state  property  once  it  is  loaded  on  a  truck  for 
shipment  to  a  store,  and  the  department  pays  vendors  for 
product  purchases  every  three  weeks.  Previously,  the 
department  purchased  stock  from  liquor  vendors  and  then 
stored  it  in  the  warehouse.  This  change  resulted  in  a  transfer 
of  $3.75  million  in  one-time  revenue  to  the  general  fund  in 
fiscal  1991. 
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Fiscal 
Year 

1979 

Total 

Collections 

Millions 

7200000 

General  Fund 

Collecuons 

Millions 

7.200000 

GF 
Percent 
Change 

Liquor  Profitl 

_ 

A 

1980 

5.500887 

5.500887 

-23.60% 

■                                                       T 

A 

1981 

7.499113 

7.499113 

36.33% 

■         A                                                         \ 

A 

1982 

5.750000 

5.750000 

-23.32% 

\     M                                    i 

A 

1983 

4.500000 

4.500000 

-21.74% 

\    /  \                                 1  \ 

A 

1984 

5.782000 

5.782000 

28.49% 

« 
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4.466000 

4.466000 

-22.76% 
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4.500000 
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1987 

5.000000 

5.000000 

11.11% 
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\  /  \                    \         I 

A 

1988 

3.633000 

3.633000 

-27.34% 
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\l  \     A             \        / 

A 
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3.600000 

3.600000 

-0.91% 

i 
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3.500000 

3.500000 

-2.78% 
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A 

1991 

7.750000 

7.750000 

121.43% 

4 

\         1           1        1 

A 

1992 

5.363000 

5.363000 

-30.80% 

■~"-~l           ^w-i 

A 

1993 

3.800000 

3.800000 

-29.14% 

■"^ 

A 
A 
A 

1994 
1995 
1996 

3.437523 
3.537241 
6.300000 

3.437523 
3.537241 
6.300000 

-9.54% 

2.90% 

78.10% 
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1979       1981       1983       1985       1987       1989       1991       1993       1995       1997       1999 

1980       1982       1984       1986       1988      890      1992       1994       1996       1998 

Fiscal  Year 
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F 
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1999 

6.322000 
5.455000 
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6.322000 
5.455000 
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0.35% 

-13.71% 

2.73% 

B  Total               *  General  Fund 
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Liquor  Excise  Taxj 
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1980 

9.367704 
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A 

1981 

10.300261 

6.340958 

10.00% 
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6572066 

3.64% 
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-0.19% 
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5.836884 

-1.65% 
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A 
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9.079530 
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8.646707 

5.322934 
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1      8 

- 

A 
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2.00% 
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• 

A 

1990 

8.814424 
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-0.02% 
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A 

1991 

9.361042 
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9.946010 

6.122351 

6.30% 

^***^-+-*r 

\ 

1993 

10.571520 

6.645090 

8.54% 

\ 

1994 

10.303391 
10255831 
11.871701 

6.323863 
6217993 
7202584 

4.83% 
-1.67% 
15.83% 

i     i     i     i    i i    t     i     i     i     i     i 
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\ 

1995 
19% 

1979      1981      1983      1985      1987      1989      1991      1993      1995      1997      1999 
1980      1982       1984       1986      1988       1990       1992       1994       1996      1998 

1 
1 
f 

1997 
1998 
1999 

10.941000 
11.177000 

6.636000 
6.779000 

-7.87% 
2.15% 

g  Total                4  General  Fund  1 

11.439000 

6.939000 

2.36% 
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Inheritance  Tax 


in  the  general  fund. 


An  inheritance  tax  is  imposed  on  the  transfer  of  any 
decedent's  property,  interest  in  property,  or  income  from 
property  within  the  state,  to  any  other  person  or  corporation 
except  a  surviving  spouse  or  governmental  or  charitable 
organization.  The  tax  rate  varies  from  0  to  32  percent 
depending  on  the  size  of  the  estate  and  the  relationship  of 
the  decedent  to  the  beneficiary. 

All  revenue  collected  from  the  inheritance  tax  is  deposited 


Since  1980,  revenues  from  inheritance  taxes  have  fluctuated 
because  of  federal  and  state  law  changes,  accounting 
procedures,  and  the  processing  of  several  large  estates.  The 
forecast  for  fiscal  1997  through  1999  assumes  that 
collections  will  grow  from  $13.6  million  to  $14.3  million. 
Collections  during  fiscal  1995  and  fiscal  1996  exceeded 
$15.0  million,  but  these  high  collections  were  due  to 
extraordinarily  large  estates.  ROC  chose  to  remove  these 
large  estates  in  making  forecasts  of  future  revenue. 


Total 

GF 

A 

Fiscal 
Year 

1979 

Collections 
Millions 

6.490196 

Collections 
Millions 

6.490196 

Percent 
Change 

Inheritance  Taxi 

A 

1980 

8.537242 

8537242 

31.54% 

r\ 

A 

1981 

6.195069 

6.195069 

-27.43% 

14 

/  v^- 

A 

1982 

7.680529 

7.680529 

23.98% 

/  ^ 

A 

1983 

6.398489 

6.398489 

-16.69% 

■  / 

A 

1984 

5.960471 

5.960471 

-6.85% 

*     12 

j  \ 

A 

1985 

7.656622 

7.656622 

28.46% 

"o 
O 

o    » 

t  ■ 

A 

1986 

8.364764 

8.364764 

925% 

A        / 

A 

1987 

7212092 

7212092 

-13.78% 

c 

/W-« 

A 

1988 

8.745457 

8.745457 

2126% 

a 

,                              m      ""^ 

A 

1989 

10.091548 

10.091548 

15.39% 

2     8 

-  A            w\/ 

A 

1990 

9.049129 

9.049129 

-10.33% 

f  \    r\        T     V 

A 

1991 

9.339854 

9.339854 

321% 

■          i          "s/ 

A 

1992 

11.338204 

11.338204 

21.40% 

A 

1993 

12.869460 

12.869460 

13.51% 

A 

1994 

10  885745 

10  885745 

-1541% 

1 1     1     1     1     1 

A 
A 

1995 
1996 

15.382449 
15.404110 

15.382449 
15.404110 

41.31% 
0.14% 

1979       1981      1983       1985       1987      1989       1991       1993       1995       1997      1999 
1980      1982      1984      1986      1988      1990       1992      1994      1996      1998 

F 
F 
F 

1997 
1998 
1999 

13.575000 
13.914000 
14262000 

13.575000 
13.914000 
14262000 

-11.87% 
2.50% 

g  Total                ^  General  Fund  1 

2.50% 
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Metal  Mines  Tax 

The  metalliferous  mines  license  tax  is  imposed  on  the 
production  of  metals,  gems  or  stones  in  the  state.  The  tax 
rate  is  applied  to  the  gross  value  of  the  product,  which  is 
defined  as  the  market  value  of  the  commodity  multiplied  by 
the  quantity  produced. 

For  tax  years  beginning  after  December  31,  1988,  the  tax 
rate  is  as  follows: 

For  concentrates  shipped  to  a  smelter,  mill,  or  reduction 
work: 


Gross  Value 

Rate 

$0-5250,000 

Exempt 

$250,001  and  Above 

1.81% 

For  gold,  silver,  or  any  platinum  group  metal  that  is  dore, 
bullion,  or  matte  and  that  is  shipped  to  a  refinery: 


Gross  Value 

Rate 

$0-$250,000 

Exempt 

$250,001  and  Above 

1 .6% 

Historically,  the  metal  mines  tax  has  been  deposited  in  the 
general  fund.  Beginning  in  fiscal  1986,  however,  one-third 
of  the  receipts  were  deposited  in  a  hard-rock  mining  trust 
account.  The  distribution  of  collections  for  tax  years 
beginning  after  December  31,  1988  was:  1)  58  percent  to 
the  general  fund;  2)  1.5  percent  to  the  hard-rock  mining 
impact  trust  account;  3)  15.5  percent  to  the  resource 
indemnity  tax  trust  fund;  and  4)  25  percent  to  the  county  in 
which  the  mine  is  located. 

Metal  prices,  metal  production,  and  the  effective  tax  rate  are 
the  major  factors  that  determine  the  level  of  metal  mines  tax 
receipts.  Prices  for  gold,  silver,  copper,  lead,  zinc, 
molybdenum,  palladium,  and  platinum  are  expected  to 
remain  constant  during  the  forecast  period.  Based  on 
information  from  the  major  metal  producers  in  the  state, 
production  levels  for  these  minerals  are  expected  to  increase 
slightly  throughout  the  forecast  period  of  fiscal  1 997  through 
fiscal  1999. 


While  not  directly  impacting  general  fund  collections  of  the 
metal  mines  tax,  the  1995  legislature  enacted  several  bills 
dealing  with  the  metal  mines  license  tax  distribution. 

House  Bill  569  revised  the  allocation  of  the  metal  mines 
license  tax.  The  new  distribution  allocates  2.2  percent  to  the 
groundwater  assessment  account.  4.8  percent  to  the 
reclamation  and  development  grants  account  and  8.5  percent 
to  the  resource  indemnity  trust  (RIT)  with  the  remaining 
portion  as  under  previous  law. 

Senate  Bill  46  reduced  the  amount  of  metal  mines  license 
tax  revenue  distributed  to  the  RIT  account  from  15.5  percent 
to  13.3  percent,  and  reallocated  the  difference  or  2.2  percent, 
to  the  groundwater  assessment  account  beginning  January  1 , 
1995. 

Senate  Bill  382  reallocated  the  8.5  percent  distributed  to  the 
RIT,  as  revised  in  HB  569,  to  a  new  abandoned  mines 
account  for  fiscal  1996  and  fiscal  1997.  After  fiscal  1997, 
the  8.5  percent  distribution  will  be  deposited  in  the  RIT. 

For  the  1997  biennium,  the  impact  of  these  bills  on  the 
distribution  of  the  metal  mines  tax  was  as  follows:  58.0 
percent  to  the  general  fund,  2.2  percent  to  the  groundwater 
assessment  account;  8.5  percent  to  the  new  abandoned  mines 
account  until  June  30,  1997;  4.8  percent  to  the  reclamation 
and  development  grants  account  and  1 .5  percent  to  the  hard- 
rock  mining  account;  plus  25.0  percent  to  the  counties  where 
the  mines  are  located. 

As  a  result  of  these  three  bills,  none  of  the  metal  mines 
license  tax  revenue  was  deposited  in  the  RIT  during  the 
1997  biennium.  Also,  due  to  a  technical  oversight, 
beginning  July  1,  1997,  the  metal  mines  tax  will  be  over 
allocated.  During  the  1999  biennium,  the  portion  which  is 
currently  allocated  to  the  new  abandoned  mines  account  (8.5 
percent)  will  be  raised  to  15.5  percent  and  reallocated  to  the 
RIT.  However,  this  means  the  allocation  of  the  metal  mines 
tax  will  be  107.0  percent.  ROC,  for  purposes  of  allocating 
the  tax  for  the  1999  biennium,  assumed  that  the  over- 
allocation  problem  would  be  corrected,  and  that  the  portion 
allocated  to  the  trust  would  return  to  8.5  percent.  See  the 
section  on  RIT  interest  for  an  explanation  of  the  impact  on 
RIT  proceeds. 
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Total 

General  Fund 

GF 

A 

Fiscal 
Year 

1979 

Collections 
Millions 

1.544518 

Collections 
Millions 

1.544518 

Percent 
Change 

Metal  Mines  Taxi 

10 

A 

1980 

2.516820 

2.516820 

62.95% 

A 

1981 

1.564569 

1.564569 

-37.84% 

A 

1982 

1.861208 

1.861208 

18.96% 

■ 

A 

1983 

1.542061 

1542061 

-17.15% 

/\ 

A 

1984 

2.630135 

2.630135 

70.56% 

§ 

W-m      ^~"^«     A         P 

A 

1985 

1.977324 

1.977324 

-24.82% 

=      6 

o 

a 

1                             \V    \    M 

A 

1986 

1.479993 

0.989852 

-49.94% 

/                        ■      wr 

A 

1987 

1.756121 

1211030 

22.34% 

c 

1        Av 

A 

1988 

4248913 

2.961778 

144  57% 

1   4 

f T\J     »-*v_     A 

A 

1989 

6.355005 

4257531 

43.75% 

S 

J             ^*v   \^* 

A 

1990 

6.306356 

3.664579 

-13.93% 

m                m             If 

A 

1991 

7.855130 

4.638654 

26.58% 

2 

"yv*y\^* 

A 

1992 

6.595466 

3.965609 

-14.51% 

■■     ^rT 

A 

1993 

6.521077 

4.030946 

1.65% 

A 

1994 

6229683 

3  613074 

-10.37% 
-15.57% 
31.98% 

III 1 

\ 
A 

1995 
1996 

5259335 
6.941131 

3.050414 
4.025856 

1979       1981       1983       1985       1987      1989       1991       1993       1995       1997      1999 
1980      1982       1984       1986      1988       1990       1992       1994       1996      1998 

F 

F 
F 

1997 
1998 
1999 

5238000 
5.577000 
6.385000 

3.038000 
3235000 
3.703000 

-24.54% 
6.48% 

gTotal                4  General  Fund  1 

14.47% 
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Electrical  Energy  Tax 

The  electrical  energy  tax  is  imposed  on  each  person  or 
organization  engaged  in  generating,  manufacturing,  or 
producing  electrical  energy  in  Montana.  The  tax  of  $0.0002 
per  kilowatt-hour  is  levied  against  all  electrical  energy 
produced  within  the  state.  A  deduction  is  allowed  for 
"actual  and  necessary"  energy  use  by  the  plant  for  the 
production  of  the  energy.  All  receipts  are  deposited  in  the 
general  fund. 

Total  electricity  production  in  Montana  is  projected  to 
increase    slightly    during    the    1999    biennium.       These 


assumptions  are  based  on  production  estimates  supplied  by 
the  major  producers. 

Electrical  energy  taxes  may  be  reduced  by  an  interest 
differential  credit  claimed  by  the  producers.  This  credit  is 
determined  by  the  difference  between  the  actual  interest 
received  on  energy  conservation  loans  and  the  average 
interest  rate  for  home  improvement  loans.  These  credits  are 
expected  to  reduce  general  fund  revenues  by  approximately 
$0.3  million  per  year. 

All  the  collections  from  this  tax  are  deposited  in  the  general 
fund. 


A 

Fiscal 
Year 

1979 

Total 

Collections 

Millions 

2.523707 

General  Fund 

Collections 

Millions 

2.523707 

GF 
Percent 
Change 

Electrical  Energy  Tax 

A 

1980 

2.060960 

2.060960 

-18.34% 

A 

1981 

1.367959 

1.367959 

-33.63% 

A 

1982 

1.753173 

1.753173 

28.16% 

ft 

A 

1983 

1.546157 

1.546157 

-11.81% 

/\ 

A 

1984 

2.413172 

2.413172 

56.08% 

i 

/       ^ 

A 

1985 

2.361855 

2.361855 

-2.13% 

=     4 
o 

W*~*^        \^«          M-m 

A 

1986 

2.530403 

2.530403 

7.14% 

<*- 
o 

J                              w-"^ 

A 

1987 

2.991861 

2.991861 

1824% 

a 

V 

A 

1988 

3.311082 

3.311082 

10.67% 

1    3 

w 

A 

1989 

3.815964 

3.815964 

1525% 

i 

_                           J 

A 

1990 

4.100543 

4.100543 

7.46% 

\_        T"*^ 

A 

1991 

3.906194 

3.906194 

^t.74% 

2 

r    \       / 

A 

1992 

4.937510 

4.937510 

26.40% 

\/*» 

A 

1993 

4232200 

4232200 

-1428% 

■ 

A 
A 

A 

1994 
1995 
1996 

3.728365 
3.885910 
3.520407 

3.728365 
3.885910 
3.520407 

-11.90% 

423% 
-9.41% 

i  i  i  i  i i 

1979       1981       1983       1985       1987       1989       1991       1993       1995       1997       1999 

1980       1982       1984       1986       1988       1990      1992       1994       1996      1998 

Fiscal  Year 

F 

F 

1 

1997 
1998 
1999 

3.635000 
3.910000 
3.895000 

3.635000 
3.910000 
3.895000 

3.26% 
7.57% 
-0.38% 

g  Total                ^GeneralFund 

47 


REVENUE  ESTIMATES 


Drivers'  License  Fees 

A  resident  of  Montana  must  have  a  valid  driver's  license  to 
operate  a  motor  vehicle  on  any  highway  in  the  state.  A 
driver's  license  is  issued  only  if  the  applicant  passes 
specified  examinations  and  pays  a  fee.  The  fees  are 
collected  by  motor  vehicle  division  staff  or  county  treasurers 
and  are  forwarded  to  the  state  treasurer  for  deposit.  The  fees 
included  in  this  source  are  from  regular  driver's  licenses, 
commercial  driver's  licenses,  motorcycle  endorsements,  and 
duplicate  driver's  licenses. 

Drivers'  license  fees  are  influenced  by  Montana  population 
growth  in  the  age  cohort  16  years  and  older.  It  is  estimated 
that  the  number  of  people  in  this  group  will  increase  by 
approximately  1 .76  percent  per  year  between  1995  and  1999. 

The  driver's  license  fee  is  $4.00  per  year,  the  duplicate 


license  fee  is  $5.00  per  year  and  the  motorcycle  endorsement 
is  $.50  per  year.  The  commercial  driver's  license  fee  is 
$3.50  per  year  for  intrastate  licenses  and  $5.00  per  year  for 
interstate  licenses. 

The  1995  legislature  enacted  HB  248  which  generally 
revised  driver  licensing  laws  by  extending  the  term  of  a 
driver's  license  from  four  years  to  eight  years.  The  transition 
to  eight-year  licenses  results  in  accelerated  collections  in  the 
first  eight  years  the  change  is  in  effect.  House  Bill  248  also 
altered  the  distribution  of  the  fees.  Because  of  a  codification 
error,  the  driver's  license  and  duplicate  license  fees  were 
over-allocated,  and  the  motorcycle  endorsement  was 
misallocated.  The  table  below  shows  the  way  the  fees  are 
actually  allocated  in  fiscal  1997.  ROC  adopted  this 
distribution  in  making  its  revenue  estimates  for  the  1999 
biennium. 


Table  10 
Distribution  of  Drivers'  License  Fees 
Fiscal  1997  and  the  1999  Biennium  * 


Commercial 
Drivers' 
License 


Drivers' 
License 


Duplicate 
License 


Motorcycle 
Endorsement 


Montana  Highway  Patrol  16.70%  25.00%  0.00% 

Counties  or  DOJ  2.50%  3.75%  3.34% 

Traffic  Safety  &  Education  26.25%  8.75%  63.46% 

General  Fund  54.55%  62.50%  33.20% 

Total  100.00%  100.00%  100.00% 


0.00% 

2.50% 

0.00% 

97.50% 

100.00% 


*  There  was  an  overallocation  in  the  codified  distribution  of  drivers'  licenses  and 
duplicate  licenses;  the  distribution  shown  here  is  current  practice,  and  is  the  expected 
distribution  for  the  1999  biennium  after  legislation  is  offered  to 
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1 

Fiscal 
Year 

1979 

Total 

Collections 

Millions 

1.237413 

General  Fund 

Collections 

Millions 

1.171820 

GF 
Percent 
Change 

Drivers'  License  Fee 

A 

1980 

1.302032 

1.189350 

1.50% 

T~m~*~^ 

A 

1981 

1270064 

1.163647 

-2.16% 

J 

A 

1982 

1.376728 

0.916606 

-21.23% 

1. 

A 

1983 

1.427548 

0.816365 

-10.94% 

1 

A 

1984 

1.328563 

0.799616 

-2.05% 

§ 

»-»"■ 

A 

1985 

1.320716 

0.803983 

0.55% 

=3   J 

Q 

O 

P  ■-■ 

A 

1986 

1.960814 

0.796349 

-0.95% 

/                fr*~*~* 

A 

1987 

1.971861 

0.802900 

0.82% 

c 

i       y^ 

A 
A 

1988 
1989 

1.939289 
1.934339 

0.790325 
0.788321 

-1.57% 
-025% 

•3    2 

S 

r~*  r 

A 

1990 

2.065777 

0.862954 

9.47% 

**r*'^*H'              / 

\ 
A 

1991 
1992 

2.114827 
3.091645 

0.882589 
1.775859 

228% 
10121% 

1 

^^^L-^^W 

A 

1993 

3.043986 

1.693173 

^.66% 

A 
A 

A 

1994 
1995 
1996 

3.151465 
3259640 
4.525185 

1.855408 
2.184202 
2.574068 

9.58% 
17.72% 
17.85% 

i  i  i  i  i  i  i  i  i  i  i  i  i 

1979       1981       1983       1985       1987       1989       1991       1993       1995       1997       1999 

1980       1982      1984       1986       1988       1990       1992       1994       1996       1998 

Fiscal  Year 

F 

I 

1997 
1998 

4.561000 
4.632000 

2.681000 
2.721000 

4.15% 
1.49% 

g  Total                g  General  Fund 

1- 

1999 

4.709000 

2.765000 

1.62% 
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Telephone  License  Tax 

The  telephone  company  license  tax  is  levied  on  the  gross 
income  earned  by  any  telephone  business  within  the  state, 
including  the  transmission  of  telephone  messages  by  line  or 
by  microwave  equipment.  An  exemption  is  allowed  for  the 
first  $250  of  gross  income  earned  each  quarter.  The  current 
tax  rate  of  1.8  percent  is  applied  to  the  adjusted  gross 
income  level.  All  collections  are  deposited  in  the  general 
fund. 

During  the  1991  regular  session,  SB  462  amended  this  tax 
from  1.725  percent  to  1.8  percent  of  gross  income.  Gross 
income  was  redefined  to  exclude  the  sale  of  services 
between  telephone  companies  and  customer  access  line 


charges. 

Telephone  license  tax  revenues  are  forecast  using  the 
anticipated  level  of  telephone  companies'  gross  income. 
Gross  income  is  dependent  on  the  quantity  of  services 
provided  and  the  price  of  the  services  offered.  As  the 
employment  base  of  the  state  grows  and  the  business 
economy  expands,  the  demand  for  these  types  of  services 
increases. 

Revenue  forecasts  for  the  telephone  license  tax  are  based  on 
modest  employment  growth  and  a  slight  economic 
expansion  for  businesses.  These  assumptions  equate  to 
approximately  a  2.4  percent  annual  growth  in  taxable 
income  for  fiscal  1997  through  fiscal  1999. 


A 

Fiscal 
Year 

1979 

Total 

Collections 

Millions 

1.634245 

General  Fund 

Collections 

Millions 

1.634245 

GF 

Percent 
Change 

Telephone  License  Taxi 

A 

1980 

1.783776 

1.783776 

9.15% 

A 

1981 

2.039383 

2.039383 

14.33% 

1 

A 

1982 

2.167815 

2.167815 

6.30% 

6 

A 

A 

1983 

2.463670 

2.463670 

13.65% 

/  \  /*%_  ■-■ 

A 

1984 

2.521905 

2.521905 

2.36% 

s 

/   v    ■r"""^ 

A 

1985 

2.931732 

2.931732 

1625% 

a 

•o    4 

A  /    ■ 

A 

1986 

3243935 

3243935 

10.65% 

/  \j 

A 

1987 

3.546256 

3.546256 

9.32% 

c 

-m-*-*-*"^ 

A 

1988 

3.450499 

3.450499 

2.70% 

s 

^M 

A 

1989 

3.580073 

3.580073 

3.76% 

i 

-^ 

A 

1990 

3.760038 

3.760038 

5.03% 

2 

j*-*i 

A 

1991 

3.899657 

3.899657 

3.71% 

wr*^ 

\ 

1992 

4.983796 

4.983796 

27.80% 

A 

1993 

3.865712 

3.865712 

22.43% 

\ 

1994 

6.835201 
4.800861 
5.711933 

6.835201 
4.800861 
5.711933 

76.82% 

29.76% 

18.98% 

i    i    i    i    i    i    i    i    i    i    i    i    i    i    i    i    i    i    i    i    i 

A 

A 

1995 
1996 

1979       1981       1983       1985       1987       1989       1991       1993       1995       1997       1999 
1980       1982      1984       1986       1988       1990      1992       1994       1996      1998 

I' 
I' 

1997 
1998 

5.305000 
5.431000 

5.305000 
5.431000 

-7.12% 
2.38% 

g  Total                g  General  Fund 

1' 

1999 

5.560000 

5.560000 

2.38% 
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Beer  License  Tax 

A  tax  of  $4.30  is  levied  on  each  barrel  of  beer  produced  in 
or  imported  into  Montana.  Currently,  41 .86  percent  of  the 
receipts  are  distributed  to  the  general  fund,  23.26  percent  to 
the  Department  of  Public  Health  and  Human  Services 
alcohol  account,  and  34.88  percent  to  cities  and  towns.  A 
small  portion  of  the  revenue  from  the  beer  license  tax  is 
returned  to  Indian  tribes  as  per  an  agreement  between  the 
DOR  and  the  tribes. 


Beer  consumption  on  a  per  capita  basis  declined  in  fiscal 
1987  through  1989,  increased  between  fiscal  1990  through 
1992,  and  then  declined  between  fiscal  1993  and  fiscal  1995. 
Per  capita  consumption  was  up  slightly  in  fiscal  1996,  but  is 
expected  to  decline  approximately  .5  percent  per  year 
between  fiscal  1997  and  fiscal  1999.  Because  population  is 
growing,  beer  consumption  will  increase,  but  at  a  rate  less 
than  the  growth  in  population. 


Fiscal 

Total 
Collections 

General  Fund 
Collections 

GF 
Percent 

Beer  Taxi 

A 

Year 
1979 

Millions 
3203812 

Millions 
1201430 

Change 

A 

1980 

3244011 

1216504 

125% 

A 

1981 

3249022 

1218383 

0.15% 

4 

_^ 

A 

1982 

3279701 

1229888 

0.94% 

_-.                                                 /US'U-~mJm~*~9~^ 

A 

1983 

3295482 

1235805 

0.48% 

^*S»"*-».               ■-*                 ^*^ 

A 

1984 

3211297 

1204236 

2.55% 

^    3 

*~-m-m~9r" 

A 

1985 

3.083163 

1.156186 

-3.99% 

o 
Q 

o     3 

A 

1986 

3.105743 

1287765 

11.38% 

A 

1987 

3.060956 

1281316 

-0.50% 

c 

A 

1988 

2.997014 

1254564 

-2.09% 

= 

A 

1989 

3.000273 

1255928 

0.11% 

S    2 

A 

1990 

3.028992 

1267950 

0.96% 

A 

1991 

3.089077 

1293102 

1.98% 

2 

j* 

A 

A 

1992 
1993 

3.470874 
3.441481 

1.452896 
1.545395 

12.36% 
6.37% 

+-+-i   y.+S^^*^*^* 

A 

1994 

3263345 

1.375734 

-10.98% 

A 
A 

1995 
19% 

3215598 
3.329868 

1.316559 
1 .356496 

4.30% 
3.03% 

1979       1981       1983       1985       1987       1989       1991       893       1995       1997       1999 

1980       1982      1984       1986       1988       1990      1992       1994       1996      1998 

Fiscal  Year 

P 
F 

1997 
1998 

3.369000 
3.409000 

1.372000 
1.389000 

1.14% 
124% 

.Total               f  General  Fund 

I 

1999 

3.449000 

1.405000 

1.15% 
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Natural  Gas  Severance  Tax 

Before  January  1,  1996,  a  natural  gas  severance  tax  was 
imposed  on  the  production  of  natural  gas  in  Montana.  The 
tax  rate  had  been  2.65  percent  applied  to  the  gross  value  of 
gas  production,  and  the  proceeds  were  deposited  in  the 
general  fund.  During  the  July  1992  special  session,  the 
legislature  imposed  a  7.0  percent  surtax  on  natural  gas 
severance  tax  liability  for  production  that  occurred  during 
fiscal  1993. 

On  January  1  1996,  the  natural  gas  severance  tax  was 
replaced  by  a  natural  gas  production  tax.  The  new  natural 
gas  production  tax,  enacted  by  SB  412  during  the  1995 
legislative  session,  consolidated  the  natural  gas  severance 
tax  with  the  local  government  severance  tax  (LGST),  the  net 
proceeds  tax,  the  resource  indemnity  and  groundwater 
(RIGWA)  tax,  and  the  privilege  and  license  (P&L)  tax  for  all 
natural  gas  produced  after  January  1,  1996.  The  new  natural 
gas  production  tax  is  due  to  the  state  60  days  after  the  end  of 
the  production  quarter.  Once  the  natural  gas  production  tax 


has  been  collected,  it  is  divided  into  a  local  share  and  a  state 
share.  The  state  share  is  further  allocated  to  the  general 
fund,  the  resource  indemnity  account,  and  to  a  state  special 
revenue  account  for  use  by  the  Board  of  Oil  and  Gas 
Conservation.  The  intention  of  the  legislation  authorizing 
the  new  natural  gas  production  tax  was  to  provide  each 
account  with  the  same  revenue  as  when  the  taxes  were 
separate  entities. 

Because  of  coordination  with  several  bills  that  also  passed 
during  the  1995  legislative  session,  the  natural  gas 
production  tax  has  many  tax  rates  and  distribution 
percentages  depending  on  several  factors.  These  factors 
include  whether  the  natural  gas  is  produced  from  a  stripper 
well,  from  a  well  initially  drilled  before  July  1,  1985,  or 
after,  from  a  well  newly  drilled  within  the  last  year  or  two, 
and  whether  the  interest  being  taxed  is  the  working  interest 
or  the  royalty  interest.  The  table  below  shows  tax  rates  and 
distribution  percentages  for  each  type  of  oil  for  pre-1985 
natural  gas  and  post- 1985  natural  gas. 


Table  1 1 

Natural  Gas  Production  Tax  and  Distribution  of  Revenue 

Tax 

Local 

State 

RITT 

P&L 

Gen.  Fund 

Rate 

Share 

Share 

Share 

Share 

Share 

Pre-85  Natural  Gas 

Regular  WI 

18.85% 

86.00% 

14.00% 

14.49% 

8.70% 

76.81% 

Stripper  WI 

11.30% 

86.00% 

14.00% 

14.49% 

8.70% 

76.81% 

Royalties 

15.10% 

86.00% 

14.00% 

14.49% 

8.70% 

76.81% 

Post-85  Natural  Gas 

0-12  Mo.  WI 

0.80% 

0.00% 

100.00% 

62.50% 

37.50% 

0.00% 

12-24  Mo.  WI 

12.80% 

93.75% 

6.25% 

62.50% 

37.50% 

0.00% 

Regular  WI 

15.45% 

86.00% 

14.00% 

14.49% 

8.70% 

76.81% 

Stripper  WI 

11.30% 

86.00% 

14.00% 

14.49% 

8.70% 

76.81% 

Royalties 

15.10% 

86.00% 

14.00% 

14.49% 

8.70% 

76.81% 

Stripper  Royalties 

15.10% 

86.00% 

14.00% 

14.49% 

8.70% 

76.81% 

WI  means  Working  Interest. 
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Natural  gas  production  started  to  decline  in  calendar  year 
1979,  but  this  trend  reversed  in  calendar  years  1988  and 
1989.  Total  production  is  expected  to  increase  at  close  to 
1 .0  percent  per  year  throughout  the  forecast  period. 

Average  natural  gas  well-head  prices  are  expected  to 
decrease  modestly  in  calendar  1997  through  1998  and  then 
increase  in  calendar  1999. 

The  1995  legislature  enacted  comprehensive  changes  to  oil 
and  gas  taxation  laws. 

House  Bill  418  increased  the  privilege  and  license  tax  on 
producers  of  oil  and  natural  gas  from  2/10  of  one  percent  to 
3/10  of  one  percent,  effective  on  production  occurring  after 


June  30,  1995.  This  bill  was  coordinated  with  SB  412,  the 
oil  and  gas  tax  simplification  bill.  The  increase  in  this  tax 
will  increase  the  state's  share  of  the  natural  gas  production 
tax  during  the  1999  biennium,  all  of  which  will  be  deposited 
in  a  special  revenue  account  for  use  by  the  Board  of  Oil  and 
Gas  Conservation. 

Senate  Bill  338  exempted  oil  and  gas  production  from  state 
severance  tax  for  the  first  24  months  of  new  production  for 
all  wells  drilled  after  March  31,  1995,  or  from  a  well  that  has 
not  been  in  production  during  the  previous  5  years.  This  bill 
was  also  coordinated  with  SB  412.  The  state's  share  of  the 
natural  gas  production  tax  will  fall  as  a  result  of  SB  338 
during  the  1999  biennium. 


A 

Fiscal 
Year 

1979 

Total 

Collections 

Millions 

1.151104 

General  Fund 

Collections 

Millions 

1.151104 

GF 
Percent 
Change 

Natural  Gas  Tax 

A 

1980 

1264024 

1.264024 

9.81% 

A 

1981 

2.115399 

1.881292 

48.83% 

E 

_ 

A 

1982 

2.658600 

2.474811 

31.55% 

]\ 

A 

1983 

2.731818 

2.525059 

2.03% 

10 

r                            !\ 

A 

1984 

2.974924 

2.797996 

10.81% 

i 

1  \ 

A 

1985 

3.455040 

2.945778 

528% 

8   8 

1   ^^\_    V*^»- 

A 

1986 

3.083983 

2.890666 

-1.87% 

<*- 
o 

1      ^^* 

A 

1987 

2.744985 

2.492465 

-13.78% 

1     6 

i 

A 

1988 

1.650087 

1.491523 

40.16% 

1 

A 

1989 

1.893339 

1.724735 

15.64% 

s 

i 

A 

1990 

1224535 

1.057277 

-38.70% 

m^                   I 

A 

1991 

11.472697 

1277368 

20.82% 

J*^**"^^*5*             J 

A 

1992 

8.295502 

1.395778 

9.27% 

^^                                ^^^^t    -*~*^B. 

A 

1993 

8.391367 

1.638965 

17.42% 

*-*                                 •■*•        "*^»  •  •  •  » 

A 
A 

A 

1994 
1995 
19% 

7.459401 
6.920374 
7.749974 

1.310718 
0.937205 
0.935949 

-20.03% 

-28.50% 

-0.13% 

0 

1     1     1     1     1     1     1     1     1     1 

1979       1981       1983       B85       1987       1989       1991       1993       1995       1997       1999 

1980      1982       1984       1986      1988       1990       1992       1994       1996      1998 

Fiscal  Year 

I- 
F 
F 

1997 
1998 
1999 

8.569000 
7.606000 
7.583000 

0.877000 
0.778000 
0.776000 

-6.30% 

-1129% 

-026% 

g  Total                *  General  Fund  1 
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Rail  Car  Tax 

Prior  to  1991,  the  freight  line  company  tax  was  assessed  on 
the  gross  earnings  of  every  railroad  freight  line  company 
operating  in  Montana.  Freight  line  companies  are  defined  as 
companies  operating  or  leasing  railroad  freight  cars  but  not 
owning  the  rails  over  which  the  cars  travel.  The  tax  rate  of 
5.50  percent  was  applied  to  the  gross  earnings  derived  from 
business  during  the  calendar  year.  All  collections  from  this 
tax  were  deposited  in  the  general  fund. 

During  the  July  1992  special  session,  the  legislature  enacted 
HB  24,  which  repealed  the  freight  line  company  tax 
retroactive  to  tax  years  after  December  31,  1990.  Revenue 
from  the  tax  which  was  received  for  tax  years  after  this  date 
will  be  returned  to  the  companies  who  paid  the  tax. 

House  Bill  24  placed  all  property  of  a  railroad  car  company 
in  property  class  twelve,  beginning  in  January  1,  1991. 
Class  twelve  property  subject  to  taxation  is  defined  in  the 
Railroad  Revitalization  and  Regulatory  Reform  Act  of  1976. 
The  tax  rate  for  class  twelve  property  is  the  lesser  of  12 
percent  or  the  average  tax  rate  for  commercial  and  industrial 
property.  Railroad  car  companies,  which  operate  in  several 
states,  pay  taxes  on  the  portion  of  the  property  allocated  to 
Montana,  based  on  the  ratio  of  the  car  miles  traveled  within 
Montana  to  the  total  number  of  car  miles  traveled  in  all 
states,  as  well  as  time  spent  in  the  state  relative  to  time  spent 
in  other  states. 

The  revenue  from  this  tax  is  deposited  in  the  general  fund. 

The  1993  legislature  enacted  HB  640  which  revised  the  tax 
rate  for  railroad  cars.  The  new  tax  rate  is  equal  to  the 
previous  year's  average  statewide  levy  for  commercial  and 
industrial  property.  The  revision  in  the  tax  rate  should 
reduce  general  fund  revenue  in  the  1995  and  1997  biennia. 

In  November  1993,  railroad  car  tax  revenue  estimates  were 
reduced  by  $3.2  million  (i.e.  to  zero)  in  each  year  of  the 
1995  biennium,  based  on  the  uncertainty  over  pending 
litigation.  The  receipt  of  the  railroad  car  tax  collections 
depended  on  how  the  U.S.  Supreme  Court  decided  in  the 
ACFv.  Oregon  case.  The  plaintiffs  in  this  case  disputed  the 
legitimacy  of  collecting  personal  property  taxes  on  railroad 


property  when  certain  other  personal  property  in  the  state 
was  untaxed.  The  plaintiffs  claimed  such  taxation  violates 
the  federal  4R  act. 

On  January  24,  1994,  the  U.S.  Supreme  Court  held  in  ACF 
v.  Oregon  that  the  federal  4R  act  is  not  violated  when 
railroad  property  is  not  afforded  property  tax  exemptions  in 
the  same  degree  as  non-railroad  property.  The  4R  act 
requires  that  railroad  property  be  taxed  at  the  average  of  all 
commercial  and  industrial  properly  that  is  taxed  within  a 
taxing  jurisdiction.  Since  exempt  commercial  and  industrial 
property  is  not  taxed,  the  exemptions  need  not  be  considered 
in  calculating  the  average  commercial  and  industrial  tax  rate. 
The  U.S.  Supreme  Court's  ruling  is  expected  to  result  in  a 
similar  ruling  in  the  Montana  case,  ACF  v.  Montana. 
However,  the  litigation  in  the  Montana  case  concerns 
different  issues  than  those  settled  in  the  Oregon  case.  The 
plaintiffs  in  the  Montana  case  dispute  the  legality  of  the 
Department  of  Revenue's  method  of  calculating  assessed 
value  based  on  miles  and  time  spent  in  the  state.  A  second 
suit,  Chrysler  Rail  Transportation  Corporation,  et  al.  v. 
Robinson,  also  involves  a  dispute  with  the  state  over  the 
same  issues. 

Current  law  regarding  the  taxation  of  rail  cars  contains  two 
significant  features: 

1)  allocation  of  value  to  Montana  is  on  a  mileage 
basis,  i.e.  miles  traveled  in  Montana  divided  by  total 
system  miles  traveled  within  North  America,  unless 
the  DOR  adopts  a  different  method  by 
administrative  rule.  The  Department  adopted  a  rule 
which  allocated  value  based  on  mileage  and  on 
speed  (500  miles  per  day  for  the  period  spent  in  the 
state),  giving  each  factor  equal  weight;  and 

2)  the  mill  levy  applied  to  the  value  allocated  to 
Montana  is  the  average  rate  of  taxation  on  all 
commercial  and  industrial  property  in  Montana. 

The  freight  line  companies  involved  in  both  suits  negotiated 
with  the  DOR  to  alter  the  mileage-speed  allocation  factor. 
The  companies  claimed  that  a  fairer  method  of  allocation 
would  place  more  weight  on  speed  than  on  miles.  Senate 
Bill  257,  passed  by  the   1995   legislature,  did  this  by 
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weighting  mileage  by  one-fourth  and  speed  by  three-fourths, 
in  addition  to  changing  the  mill  levy  applied  to  rail  cars  to 
the  levy  applied  to  railroad  property.  The  Governor  vetoed 
SB  257  and  the  veto  was  upheld. 

The  tax  years  in  dispute  are  1991  through  1996.  The 
companies  have  paid  the  taxes  associated  with  these  years 
into  a  state  escrow  account.  The  revenue  received  in  the 
escrow  account  is  consistent  with  the  law  as  currently 
administered  by  the  Department.  Since  1992  when  the  suits 
were  first  brought,  ROC  and  the  legislature  have  declined  to 
include  the  revenue  from  the  freight  line  tax  in  their  revenue 
estimates. 

In  November  1996,  the  ACF  suit  was  settled.  The  amount 
in  escrow  associated  with  this  case  was  $10.2  million.  Of 
this  amount,  $6.9  million  was  returned  to  the  companies 
involved,  and  $3.4  million  was  retained  by  the  state  and 


deposited  in  the  general  fund.  There  remains  $4.4  million  in 
the  escrow  account  because  the  Chrysler  case  remains 
unresolved.  ROC,  in  accordance  with  past  practice,  included 
in  the  revenue  estimates  for  fiscal  1997  and  the  1999 
biennium  only  the  revenue  from  the  companies  associated 
with  the  ACF  case,  which  will  be  around  $1.1  million  per 
year.  If  the  Chrysler  suit  is  settled,  ongoing  revenue  will 
increase  by  approximately  $.3  million  per  year. 

The  new  method  established  for  valuing  rail  car  property  in 
the  settled  ACF  case  is  as  follows: 

Speed  per  day  x  365  days  x  Montana  miles  per  system  mile 
x  system  miles  x  Class  12  tax  rate  x  average  commercial  and 
industrial  mills  x  95  percent.  There  are  two  speeds  per  day 
depending  on  the  type  of  car:  450  miles  per  day  for  coal 
gondolas  and  200  miles  per  day  for  other  types  of  rail  cars. 


A 

Fiscal 
Year 

1979 

Total 

Collections 

Millions 

0.675790 

General  Fund 

Collections 

Millions 

0.675790 

GF 
Percent 
Change 

Railroad  Car  Tax 

A 

1980 

0.956356 

0.956356 

41.52% 

m 

A 

1981 

1200093 

1200093 

25.49% 

T 

A 

1982 

1.344761 

1.344761 

12.05% 

II 

A 

1983 

1.432164 

1.432164 

6.50% 

M 

A 

1984 

1.334111 

1.334111 

-6.85% 

|   1 

A 

1985 

1.379418 

1.379418 

3.40% 

=    3 
o 
Q 
<*- 
o 

1    1 

A 

1986 

1.195066 

1.195066 

-13.36% 

I      1 

A 

1987 

1212219 

1212219 

1.44% 

I      1 

A 

1988 

1229618 

1229618 

1.44% 

E    2 

1        1 

A 

1989 

1.125739 

1.125739 

-8.45% 

S 

1         1 

A 

1990 

1.166312 

1.166312 

3.60% 

M^m~~m~~m^w-m-*~~  _»-*~^                1      L, 

A 

1991 

1297794 

1297794 

11.27% 

1 

'  J*                                 "            \                     ^~" 

A 

1992 

1272134 

1272134 

-1.98% 

\        f^ 

A 

1993 

0.059930 

0.059930 

-95.29% 

\      / 

\ 

1994 

0.066530 
0.691978 
0.780125 

0.066530 
0.691978 
0.780125 

11.01% 
940.10% 

12.74% 

i    i    i    i    i    i    i    i    ■-•   i    i    i    i    i 

A 
A 

1995 
1996 

1979       1981       1983       1985       1987       1989       891       1993       1995       1997       1999 

1980       1982      1984       1986       1988      1990      1992       1994       1996      1998 

FiscalYear 

I- 

F 

1997 
1998 

4.457000 
1.103000 

4.457000 
1.103000 

471.32% 
-7525% 

gTotal                e  GeneralFund 

1 

1999 

1.103000 

1.103000 

0.00% 
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Wine  Tax 


the  DOR. 


A  wine  tax  is  levied  on  table  wines  imported  into  Montana 
by  wine  distributors  or  by  the  Department  of  Revenue.  The 
$0.27  per  liter  tax  is  distributed  in  the  following  manner: 
59.26  percent  to  the  general  fund,  30.86  percent  to  the 
Department  of  Public  Health  and  Human  Services  alcohol 
account,  and  9.88  percent  to  counties  and  cities.  A  small 
portion  is  returned  to  Indian  tribes  as  per  an  agreement  with 


Since  wine  taxes  are  not  based  on  the  value  of  the 
commodity,  revenues  are  a  function  of  consumption. 
Montana's  per  capita  consumption  has  been  highly  variable 
during  the  1990s,  peaking  once  in  1992  and  again  in  1996. 
Per  capita  consumption  between  fiscal  1996  and  fiscal  1999 
is  expected  to  decline  at  1 .0  to  2.0  percent  per  year. 


Total 

GF 

A 

Fiscal 
Year 

1979 

Collections 
Mi'lions 

0.000000 

Collections 
M'Mions 

0.000000 

Percent 
Change 

Wine  Tax 

A 

1980 

1.595441 

1.312406 

Not  App. 

A 

1981 

1.129641 

0.931611 

-29.02% 

A 

A 

1982 
1983 

0.888715 
1.119855 

0.715246 
0.895884 

-2322% 
2526% 

2 

A 

1984 

1.131132 

0.904905 

1.01% 

s 

A 

1985 

1.132060 

0.905648 

0.08% 

"o 
Q 

o     1 

A 

1986 

1.558356 

0.946287 

4.49% 

A 

A 

1987 
1988 

1.657783 
1.569139 

0.982402 
0.929861 

3.82% 
-5.35% 

c 
o 

A 

1989 

1.453980 

0.861618 

-7.34% 

5 

A 

1990 

1.404764 

0.832453 

-3.38% 

1 

A 

1991 

1.346598 

0.805117 

-328% 

A 

1992 

1.433011 

0.853172 

5.97% 

A 

1993 

1.360770 

0.834702 

-2.16% 

A 

1994 

1289013 

o 763752 

-8.50% 
4.84% 
5.60% 

X   i     i     i.  i    i     i     i    i     i    i     i     i     i ii 
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Video  Gaming  Income  Tax 

The  Department  of  Justice  is  authorized  to  collect  a  15.0 
percent  tax  on  the  gross  income  of  each  licensed  video 
gaming  machine.  One-third  of  the  collections  is  deposited 
in  the  general  fund,  with  the  remainder  distributed  to  the 
incorporated  cities  and  towns  or  counties  in  which  the 
licensed  machines  are  located. 

Video  gaming  revenues  have  been  one  of  the  fastest  growing 
general  fund  revenue  sources  in  the  state,  doubling  between 
fiscal  1990  and  fiscal  1996.    The  growth  is  expected  to 


continue  throughout  the  forecast  period  but  at  a  declining 
rate  of  just  over  4.0  percent  per  year.  This  assumption  is 
based  on  continued  population  growth  and  modest 
disposable  income  growth. 

In  addition  to  the  gross  income  tax,  the  department  collects 
$200  for  each  video  gambling  machine  permit,  $100  to  be 
retained  by  the  department  for  administrative  purposes,  and 
$100  to  be  returned  to  the  local  government  jurisdiction  in 
which  the  machine  is  located.  An  annual  license  fee  of 
$1 ,000  is  also  charged  to  manufacturers/distributors  of  video 
gaming  machines. 
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Motor  Vehicle  Fees 

With  the  enactment  of  HB  744,  the  1989  legislature 
eliminated  the  state  special  revenue  motor  vehicle  recording 
account  and  required  all  receipts  be  deposited  in  the  general 
fund.  Effective  July  1,  1989,  the  fund  balance  and  many  of 
the  fees  collected  by  the  Department  of  Justice  are  deposited 
in  the  general  fund.  Some  of  these  fees  include: 

1)  $3.50  of  the  $5.00  motorboat  or  sailboat  certificate  of 
ownership  or  transfer  of  ownership  fee;  2)  $3.50  of  the  $5.00 
snowmobile  certificate  of  ownership  fee;  3)  the  $0.50 
snowmobile  registration  fee;  4)  all  money  collected  from 
snowmobile  dealer  registration  and  renewal  registration  fees; 

5)  all  money  collected  from  the  filing  of  security  interests  or 
other  liens  against  motor  vehicles  and  recreation  vehicles; 

6)  $3.50  of  the  $5.00  certificate  of  the  motor  vehicle 
ownership  fee;  7)  $20.00  of  the  $25.00  personalized  license 
plate  fee,  $1.00  of  the  $10.00  special  license  plate  fee  for 
military  veterans,  and  $5.00  of  the  $10.00  renewal  or 
transfer  fee;  8)  the  $1 .00  fee  for  the  motor  vehicle  computer 
fee;  9)  $3.50  of  the  $5.00  fee  for  a  certificate  of  ownership 
of  an  off-highway  vehicle. 

The  1995  legislature  enacted  several  measures  that  impact 
motor  vehicle  fee  collections. 


House  Bill  97  authorized  the  issuance  of  personalized 
veteran's  license  plates.  The  fees  for  personalized  plates 
were  not  changed  by  this  legislation  and  remain  as  in  section 
61-3-406,  MCA.  It  is  expected  that  a  certain  number  of 
veterans  who  currently  purchase  regular  license  plates  will 
switch  to  personalized  veteran's  plates.  Since  these  plates 
are  more  expensive  ($25  for  personalized  plates  compared 
to  $2  for  regular  plates),  and  since  $20  of  the  cost  of  the 
personalized  plate  is  deposited  in  the  general  fund,  revenue 
from  this  source  is  expected  to  increase  during  the  1999 
biennium. 

House  Bill  219  allowed  a  Montana  resident  on  active 
military  duty  living  outside  Montana  to  purchase  Montana 
license  plates  and  to  register  a  motor  vehicle  for  the  cost  of 
the  registration  alone.  Because  these  residents  will  be  able 
to  avoid  paying  personal  property  taxes  assessed  against  the 
vehicle,  future  general  fund  revenue  will  be  reduced. 

House  Bill  307  created  an  express  "title  only"  procedure  for 
certain  dealers  of  used  motor  vehicles.  Under  previous  law, 
dealers  were  able  to  avoid  having  to  title  and  register 
vehicles  in  inventory  by  using  dealer  reassignment 
procedures  upon  the  purchase  of  a  motor  vehicle.  This  act 
allows  the  dealer  to  purchase  a  title  only  and  to  avoid  having 
to  register  the  vehicle.  Because  dealers  will  be  purchasing 
additional  titles  as  a  result  of  this  act,  receipts  in  the  general 
fund  will  increase. 
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Vehicle  Tax 


tax  due  is  based  on  2.0  percent  of  the  assessed  value. 


Motor  vehicles  are  assessed  for  taxes  on  the  first  day  of  the 
annual  registration  period.  The  assessment  is  based  on  the 
average  trade-in  or  wholesale  value  as  of  January  1.  The 
National  Automobile  Dealers  Association  (NADA)  Official 
Used  Car  Guide,  the  National  Edition  of  NADA  Appraisal 
Guides  Official  Older  Used  Car  Guide,  or  the  retail  value  of 
the  vehicle  as  determined  by  the  county  assessor,  is  used  for 
value  assessment. 

If  the  value  shown  in  any  of  the  appraisal  guides  is  less  than 
$500,  the  value  of  the  vehicle  is  set  at  $500.  The  amount  of 


The  statewide  value  of  all  vehicles  is  forecast  to  increase 
slightly  more  than  6.5  percent  per  year  through  1999.  This 
growth  includes  the  value  of  the  vehicles  plus  the  growth  in 
the  number  of  vehicles. 

Seven  percent  of  these  taxes  is  remitted  to  the  state  general 
fund  for  purposes  of  funding  district  court  expenses.  The 
remainder  is  distributed  based  on  the  relative  proportions  of 
mill  levies  for  state,  county,  school  district,  and  municipal 
purposes. 
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Public  Contractors  Tax 

Contractors  or  subcontractors  submitting  a  proposal  to 
perform  construction  work  in  Montana  for  the  federal 
government,  state  government,  or  any  political  subdivision, 
must  be  licensed  as  a  public  contractor.  A  license  is  not 
required  in  order  to  bid  on  contracts  in  which  federal  aid  is 
used  for  highway  construction,  but  a  license  is  required  once 
the  bid  is  awarded. 


A  1 .0  percent  license  fee  is  applied  to  the  gross  receipts  of 
each  separate  project  let  by  any  of  the  listed  public  entities. 
However,  the  license  fee  paid  may  be  used  as  a  credit  on  the 
contractor's  corporate,  individual,  or  personal  property  tax 
return. 

Collections  during  the  1999  biennium  are  anticipated  to  be 
slightly  below  the  fiscal  1996  level. 
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Property  Tax 

Montana  law  requires  counties  to  levy  a  county  equalization 
levy  of  55  mills  against  all  taxable  value  in  a  county.  The 
state  levies  a  statewide  equalization  levy  of  40  mills  against 
taxable  value  of  all  property  in  the  state.  Except  for 
agricultural  land  and  timberland,  taxable  value  is  defined  as 
the  market  value  of  statutorily  defined  property  times  a 
statutory  tax  rate.  Property  valued  at  market  value  includes 
residential  and  commercial  property,  personal  property, 
utility  property,  railroad  and  airline  property,  livestock,  and 
mineral  net  proceeds.  Agricultural  land  and  timberland  are 
valued  on  a  productivity  basis.  The  revenue  from  the 
property  tax  depends  on  the  underlying  value  of  the  property 
and  the  legislated  tax  rates.  Prior  to  fiscal  1996,  revenue 
from  the  county  equalization  levy  and  the  statewide  levy  was 
deposited  in  the  SEA  and  used  exclusively  for  support  of 
public  schools.  Senate  Bill  83,  passed  by  the  1995 
legislature,  revised  laws  concerning  dedicated  revenue  and 
appropriations.  Property  tax  receipts,  while  still  to  be  used 
for  support  of  public  schools,  were  deposited  in  the  general 
fund  beginning  in  fiscal  1996. 

Prior  to  fiscal  1973,  there  was  a  single  county  property  tax 
and  counties  were  required  only  to  levy  as  much  as  was 
necessary  to  finance  the  foundation  program  for  all  the 
schools  of  the  county.  Beginning  in  fiscal  1974,  all  counties 
were  required  to  levy  40  mills,  with  any  excess  sent  to  the 
state. 


by  the  county  semi-annually  in  November  and  May. 

In  fiscal  1993,  the  law  was  changed  to  require  counties  to 
remit  the  entire  55  mills,  as  well  as  the  40  mills  to  the  state. 
The  95  mills  were  deposited  in  the  SEA  for  distribution  to 
schools.  Counties  were  also  required  to  deposit  in  the  SEA 
any  ending  fund  balance  in  their  county  equalization 
accounts  at  the  end  of  fiscal  1993. 

In  addition  to  the  tax  on  property,  this  revenue  component 
includes  collections  from  "nonlevy"  sources  which  are 
distributed  on  the  basis  of  mills  levied  by  taxing 
jurisdictions.  These  nonlevy  sources  include  the  local  share 
of  the  oil  and  gas  production  tax  (formerly  the  local 
government  severance  tax  and  net  proceeds  tax),  vehicle 
fees,  coal  gross  proceeds  taxes,  the  local  share  of  the  state 
corporation  license  taxes,  and  other  smaller  revenue  sources. 

Collections  of  property  tax  rose  rapidly  between  fiscal  1970 
and  fiscal  1986,  due  to:  a  doubling  of  residential  and 
commercial  property  values;  increases  in  the  value  of 
personal  property  and  utility  property;  and  increases  in  oil, 
gas  and  coal  production.  Between  1986  and  1 990,  property 
taxes  declined  mainly  because  of  a  reduction  in  the  price  of 
oil  and  natural  gas.  In  the  1989  session,  a  significant  part  of 
the  property  tax  base  was  removed  when  legislation  was 
passed  to  tax  natural  resources  on  a  "flat  tax"  basis.  This 
legislation  removed  nearly  $320.0  million  from  the  property 
tax  base  in  fiscal  1991. 


Beginning  in  fiscal  1983,  the  county  equalization  levy  was 
increased  to  45  mills,  28  mills  for  elementary  schools  and  1 7 
mills  for  high  schools.  Any  property  tax  revenue  in  excess 
of  the  amount  needed  to  fund  schools  locally  continued  to  be 
deposited  in  the  SEA. 

In  a  special  legislative  session  in  1989,  the  county 
equalization  levy  was  increased  to  55  mills,  33  mills  for 
elementaries  and  22  mills  for  high  schools,  with  any  excess 
deposited  in  the  SEA.  In  addition,  a  statewide  levy  of  40 
mills  was  imposed  on  all  property  in  the  state.  The  40  mill 
property  tax  was  deposited  entirely  in  the  SEA.  The  new 
statewide  levy  and  the  increased  county  equalization  levy 
were  first  applied  to  tax  year  1990  property  values.  Both  the 
county  equalization  levy  and  the  statewide  levy  are  collected 


In  addition,  multiple  tax  rates  on  personal  property  were 
collapsed  into  a  reduced  rate.  In  fiscal  1991,  however, 
collections  actually  rose  substantially  above  levels  in  fiscal 
1990  because  of  the  enactment  of  the  40  mill  statewide  levy. 
Collections  rose  substantially  again  in  fiscal  1994  as  a  result 
of  reappraisal  of  commercial  and  residential  property. 

Revenues  have  continued  to  increase  since  fiscal  1994,  as 
the  Montana  economy  continues  to  grow.  The  relative 
importance  of  oil,  gas,  and  coal  revenues  distributed  to  the 
property  tax  levies  continues  to  decline.  As  the  economy 
grows,  however,  property  values  increase  and  growth- 
dependent  nonlevy  revenue  sources,  such  as  motor  vehicle 
fees,  also  grow. 
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The  1995  legislature  revised  property  taxation  by  enacting 
several  property  taxation  bills. 

House  Bill  497  expanded  property  tax  relief  for  low  income 
property  owners.  In  addition,  HB  497  established  a  two-year 
program  to  reimburse  residential  property  owners  whose 
residences  increased  in  value  by  15  percent  or  more  during 
the  reappraisal  conducted  in  tax  year  1993. 

•  Low-Income  Tax  Relief  -  Under  previous  law, 

single  and  married  homeowners  were  eligible  for 
reductions  in  property  taxes  on  the  first  $80,000  in 
home  market  value  if  they  meet  certain  income 
requirements.  The  extent  of  the  reduction  in 
property  taxes  varied  inversely  with  income,  with 
some  very  low-income  taxpayers  eligible  for  total 
property  tax  relief.  Married  taxpayers  with  incomes 
up  to  $16,214  in  calendar  1994  were  eligible  for 
some  relief,  with  single  taxpayers  eligible  if  income 
did  not  exceed  $13,512.  These  income  limits 
increase  with  inflation.  The  taxpayer  must  live  in 
the  residence  for  at  least  ten  months  of  the  year. 

House  Bill  497  expanded  the  income  eligibility 
limits  for  the  low-income  property  tax  exemption 
and  collapsed  the  number  of  tax  relief  brackets  from 
ten  to  three.  The  new  limits,  set  to  take  effect  in 
fiscal  1997,  allow  some  relief  for  married  couples 
with  incomes  up  to  $20,000  and  up  to  $15,000  for 
single  taxpayers. 

The  low-income  tax  relief  provisions  in  HB  497 
also:  1 )  raised  the  amount  of  market  value  eligible 
for  property  relief  from  $80,000  to  $100,000;  2) 
changed  the  number  of  months  in  which  a  taxpayer 
must  reside  in  the  residence  receiving  the  relief 
from  ten  months  to  seven  months;  and  3)  delayed 
the  relief  application  date  from  March  1  until  March 
15.  The  changes  in  the  low-income  tax  relief  are 
effective  for  all  tax  years  beginning  after  December 
31,  1995.  The  total  reduction  in  property  taxes  as  a 
result  of  HB  497  was  expected  to  be  $2,356  million 
in  fiscal  1997  for  all  taxing  jurisdictions.  However, 
based  on  current  signup,  it  appears  that  the 
expansion  of  this  program  in  fiscal  1997  will  result 


in  an  additional  reduction  in  properly  tax  revenue  of 
only  $.7  million  for  all  jurisdictions. 

•  Residential  Property  Tax  Relief-  Homeowners  with 

homes  that  increased  in  value  by  more  than  15 
percent  due  to  reappraisal  between  January  1,  1992 
and  January  1,  1993  were  eligible  for  a  refund  of 
property  taxes  paid  in  excess  of  the  1 5  percent 
increase.  Homeowners  must  have  lived  in  the 
qualifying  residence  for  at  least  seven  months  of  the 
year.  House  Bill  497  contained  general  fund 
appropriation  authority  of  $7.5  million  per  year  for 
fiscal  1996  and  1997  for  the  homeowners'  tax 
refunds.  The  actual  refund  in  fiscal  1 996  was  only 
$5.3  million.  It  is  expected  that  the  refund  in  fiscal 
1997  will  be  the  same  amount. 

House  Bill  545  exempted  from  property  taxation  the  value 
of  improvements  made  to  commercial  buildings  that  remove 
barriers  to  persons  with  disabilities.  The  exemptions  were 
made  available  for  improvements  made  after  December  31, 
1995.  Improvements  include  wheelchair  access  ramps, 
elevators,  handrails,  enlargements  of  kitchens  or  bathrooms 
and  the  installation  of  special  equipment  for  people  with 
disabilities.  House  Bill  545  was  expected  to  result  in  only  a 
slight  decrease  in  the  total  valuation  of  property  beginning 
in  fiscal  1997. 

Senate  Bill  138  revised  the  method  by  which  land 
underlying  homesteads  are  valued  for  property  tax  purposes. 
Under  previous  law,  homesteads  and  the  one  acre  underlying 
homestead  improvements  were  valued  at  market  value, 
regardless  of  the  size  of  the  acreage  owned  by  the  homestead 
owner.  Senate  Bill  138  requires  that  the  land  underlying  a 
homestead  (up  to  one  acre)  be  valued  at  the  class  with  the 
highest  productive  value  and  production  capacity  of 
agricultural  land  in  the  state,  if  the  attached  acreage  exceeds 
160  acres,  or  if  the  attached  acreage  is  less  than  160  acres 
and  the  land  qualifies  as  agricultural.  If  the  attached  land  is 
less  than  160  acres  and  does  not  qualify  as  agricultural,  then 
the  land  underlying  the  homestead  must  be  valued  at  market, 
as  under  previous  law.  Land  in  lots  of  less  than  160  acres 
qualifies  as  agricultural  if  the  land  produces  at  least  $1,500 
in  agricultural  products.  The  new  valuation  scheme  for  land 
underlying    homesteads    will    apply   to   tax   years   after 
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December  31,  1995.  The  reduction  in  property  taxes  for  all 
governments  in  fiscal  1997,  the  first  year  in  which  SB  138 
is  effective,  is  expected  to  be  approximately  $1.5  million. 
The  state's  share  of  the  revenue  reduction  in  fiscal  1997  will 
be  $.4  million  attributable  to  the  95-mills  and  less  than  $.1 
million  attributable  to  the  6-mill  university  levy. 

Senate  Bill  156,  beginning  in  fiscal  1997,  required  the 
boards  of  county  commissioners  in  counties  where  colleges 
of  technology  reside,  to  levy  i  ,5-mills  for  deposit  in  the  state 
general  fund.  As  a  result,  general  fund  revenues  are 
expected  to  increase  by  slightly  over  $1.1  million  in  fiscal 
1997.  Effective  in  fiscal  1997,  the  colleges  of  technology 
are  appropriated  (HB  2)  general  fund  support.  This  revenue 
is  included  in  the  revenue  estimates  as  "Other  Revenue". 

Senate  Bill  198  revised  the  valuation  of  inigated  agricultural 
land  by  limiting  deductible  water  costs.  Base  water  costs  are 
deducted  from  imputed  gross  agricultural  value  to  determine 
net  productivity  value  of  agricultural  land.  Minimum  water 
costs  of  $5.50  per  acre  are  used  for  each  acre  of  land.  Total 
water  costs  may  not  exceed  $35.00  per  acre.  Reductions  in 
property  tax  revenue  were  expected  to  total  nearly  $1.0 
million  dollars  for  all  governments  during  the  1997 
biennium.  Of  this  amount,  the  state's  general  fund  share  is 
expected  to  be  $.3  million  and  the  6-mill  university  levy 
share  is  expected  to  be  $28,000.  The  new  water  cost 
schedules  apply  to  all  tax  years  beginning  after  December 
31,  1994. 

Senate  Bill  41 7  revised  the  tax  rate  applicable  to  class  8 
business  prope;t>  from  9  perc  snt  io  6  percent.  The  reduction 
in  tax  rates  is  phased  in  ovci  thi  ee  years, ..  zapping  1  percent 
per  year  beginning  in  tax  year  1996,  reaching  6  percent  in 
tax  year  1998.  The  loss  in  revenue  to  counties,  schools,  and 
cities  in  fiscal  years  1996  through  fiscal  1999  will  be 
reimbursed  by  the  state.  The  reimbursements  beyond  fiscal 
1999  will  be  phased  out  at  the  rate  of  10  percent  per  year, 
and  after  fiscal  2009  no  further  reimbursements  will  be 
made.  Also  beginning  in  fiscal  2000,  SB  417  phases  out 
personal  property  tax  reimbursements  authorized  by  HB  20, 
which  was  passed  by  the  1989  legislature.  The  phase-out  of 
HB  20  reimbursements  will  also  be  conducted  over  ten 
years. 


Reimbursement  for  revenue  lost  due  to  SB  41 7  will  be  made 
to  county  governments,  incorporated  city  and  town 
governments,  consolidated  county  and  city  governments,  tax 
increment  financing  districts,  local  elementary  and  high 
school  districts,  local  community  college  and  vocational 
technical  center  districts,  miscellaneous  districts,  and  special 
districts.  State  accounts  will  not  be  reimbursed  for 
reductions  in  the  statewide  40-mill  levy,  the  county 
equalization  55-mill  levy,  the  university  6-mill  levy,  nor  the 
12  county  welfare  9-mill  levy.  Reimbursements  to  local 
taxing  jurisdictions  will  be  made  when  the  amount  of  "lost" 
revenue,  as  calculated  by  the  Department  of  Revenue,  is 
deducted  from  the  amount  of  the  statewide  levy  owed  by 
each  local  jurisdiction.  Each  taxing  jurisdiction  will  send 
the  state  a  reduced  amount  in  statewide  levy  revenue  in 
December  and  June  of  each  fiscal  year.  Reimbursements  are 
made  only  for  class  8  property  that  does  not  receive  local 
abatement  relief.  Local  jurisdictions  will  also  not  receive 
reimbursements  for  the  loss  in  value  of  class  12  (railroad  and 
airline)  property. 

The  first  reimbursement  occurred  in  June  of  1996  for  $2.8 
million.  During  the  1995  legislative  session  it  was  estimated 
that  reimbursements  to  local  taxing  jurisdictions  would  total 
$49.1  million  for  fiscal  years  1997  through  fiscal  1999. 
However,  data  from  tax  year  1996  indicates  that  the  growth 
in  class  8  property  in  some  taxing  jurisdictions  has  been 
large  enough  that  the  reimbursements  have  been  reduced  or 
eliminated.  Reimbursements  are  eliminated  if  tax  revenue 
on  the  new  class  8  tax  base  exceeds  the  tax  revenue  on  the 
tax  year  1995  tax  base,  with  both  revenue  calculations  using 
fiscal  1996  mills.  ROC  estimated  that  reductions  in  revenue 
to  the  statewide  levy  would  total  $35.9  million  from  fiscal 
1997  through  fiscal  1999. 

The  loss  in  revenue  to  the  state  95  mills  between  fiscal  1997 
and  fiscal  1999  will  depend  on  the  growth  rate  in  the  market 
value  of  class  8  property.  The  reduction  in  the  tax  rate 
applied  to  class  8  market  values  will  reduce  the  class  8 
taxable  value,  but  these  reductions  will  be  mitigated  to  the 
extent  there  is  growth  in  class  8  market  value.  The  actual 
growth  in  class  8  market  value  in  tax  year  1996  was  2.2 
percent.  ROC  estimated  that  growth  in  class  8  market  value 
would  be  3.7  percent  in  tax  year  1997  and  1998.  As  a  result, 
the  loss  in  95-mill  revenue  during  fiscal  1997  and  during  the 
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1999  biennium  will  be  $20.1  million. 

Several  measures  passed  by  the  1995  legislature  affect 
nonlevy  revenue  sources  which  are  distributed  to  state  mill 
levy  accounts. 

Senate  Bill  161  replaced  the  property  tax  on  motorcycles 
with  a  fee  in  lieu  of  tax.  The  new  fee  is  distributed  to 
various  taxing  jurisdictions  on  the  basis  of  relative  mills. 
The  new  fee  became  effective  January  1,  1996,  and  will 
generate  less  total  revenue  than  the  old  property  tax. 

Senate  Bill  412  consolidated  tax  rates  on  oil  and  gas 
production,  and  accelerated  collection  of  the  share  of  the 
consolidated  tax  rate  due  to  the  local  government  severance 
tax  and  the  resource  indemnity  and  groundwater  assessment 
(RIGWA)  tax.  Under  previous  law,  payment  of  LGST  taxes 
were  due  quarterly  14  months  after  the  quarter  in  which  the 
resource  is  produced,  whereas  payment  of  the  state 
severance  tax,  the  net  proceeds  tax,  and  the  privilege  and 
license  tax  were  due  quarterly  two  months  after  the  quarter 
in  which  the  resource  is  produced.  Requiring  that  one  return 
be  filed  and  that  taxes  be  paid  60  days  after  the  quarter  in 
which  production  takes  place  resulted  in  two  years  of  LGST 
being  collected  in  one  year.  Accelerated  collections  of  the 
LGST  resulted  in  a  one-time  revenue  increase  of  $3.8 
million  during  fiscal  1996.  An  additional  $.7  million  is 
expected  in  fiscal  1997. 

Senate  Bill  424  revised  the  method  by  which  local 
government  severance  taxes  are  distributed  among  taxing 
jurisdictions  by  disallowing  the  inclusion  of  emergency 
levies  that  existed  in  fiscal  1990  in  the  calculation  formula. 
Fallon  County  is  the  only  county  in  which  an  emergency 
levy  was  levied  in  fiscal  1990. 

The  estimates  of  revenue  from  the  95-mill  levy,  as  well  as 
revenue  from  the  1 .5-mill  levy  for  vo-techs  (which  will  be 
deposited  in  the  general  fund  for  the  first  time  in  fiscal  1997) 
will  be  substantially  impacted  by  the  reappraisal  of  property 
on  January  1,  1997.  Preliminary  estimates  indicate  that 
reappraisal  will  increase  the  taxable  value  of  class  4  property 
(commercial  and  residential)  by  $384.1  million  or  43 
percent.  Reappraisal  will  increase  agricultural  property  by 
6.5  percent  and  timberland  by  1 50  percent.  The  property  tax 


base  in  the  state  will  increase  by  21 .6  percent  as  a  result  of 
reappraisal. 

Reappraisal  revalues  existing  property  and  also  adjusts  the 
tax  base  for  gain  or  loss  of  new  property.  The  Department 
of  Revenue  has  not  provided  estimates  of  the  extent  to  which 
the  increase  of  $384.1  million  in  class  4  property  is  due  to 
changed  values  for  existing  property  or  due  to  the  addition 
of  new  property.  In  general,  additions  to  class  4  property  in 
non-appraisal  years  have  increased  the  class  4  tax  base  by 
approximately  3.5  percent  per  year.  ROC  recommended  that 
the  state  property  tax  revenue  estimates  for  fiscal  1999  be 
based  on  assumed  growth  in  class  4  property  (the  year  after 
reappraisal  will  take  effect)  of  3.5  percent. 

The  standing  of  reappraisal  for  tax  year  1997  is  uncertain 
due  to  a  suit  which  challenges  the  reappraisal  methods  used 
in  the  tax  year  1993  reappraisal.  On  December  5,  1996,  the 
Eighth  Judicial  District  Court,  in  Raymond  and  M.A. 
Albright,  et  al  v.  The  Department  of  Revenue  of  the  State  of 
Montana,  et  al,  found  for  the  plaintiffs  in  their  claim  that  the 
1993  reappraisal  failed  to  equalize  residential  and 
commercial  property  values.  The  court  found  that  DOR 
utilized  two  different  methods  to  appraise  residential 
property  and  two  different  methods  to  appraise  commercial 
property.  According  to  the  district  court,  the  use  of  multiple 
methods  of  appraising  property  violates  the  constitutional 
and  statutory  requirements  that  all  property  be  appraised 
using  a  uniform  method  that  accurately  reflects  the  market 
value  of  property.  The  department  utilized  the  comparable 
sales  method  for  the  majority  of  residential  property  in  the 
state,  but  utilized  the  cost  method  (adjusted  by  depreciation) 
when  comparable  sales  were  unavailable.  Likewise,  for 
commercial  property  the  income  method  was  utilized  when 
data  were  available,  and  the  cost  method  was  utilized  when 
data  were  not  available. 

The  court  found  that  in  cases  where  equalization  of  appraisal 
methods  conflicts  with  the  requirement  of  discovering  true 
market  value,  the  equalization  requirement  has  the  higher 
priority.  When  both  uniformity  of  method  and  accurate 
discovery  of  market  value  are  in  conflict,  uniformity  takes 
precedence.  The  department  had  available  a  method,  the 
cost  method,  which  could  have  been  applied  uniformly  to  all 
residential  and  commercial  property. 
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The  court  also  found  that  in  1993  DOR  failed  to  mail 
classification  and  appraisal  notices  to  all  property  owners  in 
Gallatin,  Park,  Beaverhead,  and  Madison  counties.  Montana 
statute  (15-8-201,  MCA)  requires  that  the  DOR  send  out  tax 
classification  and   appraisal   notices  before  the   second 


Monday  in  July. 

The  Albright  decision  will  be  appealed  to  the  Montana 
Supreme  Court.  The  Supreme  Court  has  agreed  to  hear 
testimony  on  the  case  in  February  1997. 
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Lottery  Transfers 

The  Montana  state  lottery  was  enacted  by  legislative 
referendum  and  became  effective  January  1,  1987.  The  first 
lottery  game  was  launched  in  June  1987.  A  lottery  is 
generally  defined  as  any  procedure  in  which  one  or  more 
prizes  are  distributed  among  persons  who  have  paid  for  a 
chance  to  win  a  prize.  The  games  are  administered  by  the 
Department  of  Commerce.  By  law,  a  minimum  of  45.0 
percent  of  the  money  paid  for  tickets  or  chances  must  be 
paid  out  as  prize  money. 

Before  fiscal  1991,  lottery  revenue  was  distributed  45.0 
percent  to  prizes,  15.0  percent  to  administration,  and  the 
remainder  to  teachers'  retirement.  Beginning  in  fiscal  1991, 
lottery  revenue  was  distributed  45.0  percent  to  prizes  and 
15.0  percent  to  administration.  Of  the  remaining  net 
revenue,  1.6  percent  was  distributed  to  the  Board  of  Crime 
Control  to  fund  state  grants  to  counties  for  youth  detention 
services,  and  the  remaining  portion  was  deposited  in  the 
SEA. 

Beginning  in  fiscal  1992,  the  percentage  to  the  Board  of 
Crime  Control  was  increased  to  the  lesser  of  9.1  percent  of 


net  revenue  or  $1.0  million  dollars  annually. 

Lottery  revenues  increased  rapidly  in  the  early  1990s,  due  to 
higher  disposable  personal  income  and  an  increased  number 
of  games,  including  the  introduction  of  the  Powerball  game. 
During  the  introductory  stages  of  a  new  game,  consumer 
interest  is  high.  After  a  few  years,  however,  interest  in  a 
new  game  moderates  and  ticket  sales  subsequently  decline. 
Lottery  revenue  projections  for  the  1999  biennium  are 
expected  to  follow  this  pattern,  and  revenues  are  expected  to 
decline  at  a  rate  of  3.0  percent  per  year. 

Senate  Bill  83,  passed  by  the  1995  legislature,  revised  laws 
concerning  dedication  of  revenue  and  statutory 
appropriations.  Effective  beginning  in  fiscal  1996,  that  part 
of  all  gross  lottery  revenue  not  used  for  prizes,  commissions, 
and  operating  expenses,  together  with  the  interest  earned  (on 
the  gross  revenue  while  the  gross  revenue  is  in  the  enterprise 
fund),  is  considered  net  revenue.  This  net  revenue  is 
transferred  quarterly  to  the  general  fund.  The  Board  of 
Crime  Control  allocation  of  revenue  was  eliminated.  It  is 
expected  that  $1.8  million  of  additional  lottery  revenue 
would  be  deposited  in  the  general  fund  during  the  1997 
biennium. 
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Fiscal 

Total 
Collections 

General  Fund 
Collections 

GF 
Percent 

Lottery  Profit 

A 

Year 
1979 

Millions 
0.000000 

Millions 
0.000000 

Change 

A 

1980 

0.000000 

0.000000 

Not  App 

-^T 

A 

1981 

0.000000 

0.000000 

Not  App 

lX\ 

A 

1982 

0.000000 

0.000000 

Not  App 

Jl                 ■""■-■v 

A 

1983 

0.000000 

0.000000 

Not  App 

/                       ^^^B 

A 

1984 

0.000000 

0.000000 

Not  App 

is 

I 

A 

1985 

0.000000 

0.000000 

Not  App 

1    6 

1 

A 

1986 

0.000000 

0.000000 

Not  App 

o 

f 

A 

1987 

0.000000 

0.000000 

Not  App 

a 

J 

A 

1988 

0.000000 

0.000000 

Not  App 

=     4 

T 

A 

1989 

0.000000 

0.000000 

Not  App 

i 

A 

1990 

0.000000 

0.000000 

Not  App 

A 

1991 

4200337 

4200337 

Not  App 

2 

I 

A 

1992 

5.582834 

5.493509 

30.79% 

\ 

A 

1993 

8.868627 

8.061582 

46.75% 

/ 

A 
A 
A 

1994 
1995 
1996 

9.377235 
7.811958 
7.858821 

8.523907 
7.811958 
7.858821 

5.73% 
-8.35% 
0.60% 

______--j.-j.j.           i 

1979       1981       1983       1985       1987       1989       1991        1993       1995       1997       1999 

1980      1982       1984       1986      1988       1990       1992       1994      19%      1998 

FiscalYear 

F 
F 
F 

1997 
1998 
1999 

7.736000 
7.266000 
6.838000 

7.736000 
7.266000 
6.838000 

-1.56% 
-6.08% 
-5.89% 

gTotal                ^  General  Fmid  | 
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Interest  and  Income 

Lands  granted  by  the  federal  government  to  the  state  for  the 
benefit  of  public  schools  generate  income.  Prior  to  fiscal 
1996,  this  income  was  deposited  in  the  SEA.  Beginning  in 
fiscal  1996,  this  income  was  deposited  in  the  general  fund, 
as  mandated  by  SB  83,  passed  by  the  1995  legislature.  The 
public  schools  land  produces  revenue  through  rents  or  crop 
shares  for  agricultural  purposes,  royalties  from  the  sale  of 
mineral  rights,  and  sales  of  timber.  After  deducting  2.5 
percent  of  the  revenue  (excluding  timber  sale  revenue)  for 
use  by  the  Department  of  Natural  Resources  and 
Conservation1  (DNRC),  interest  and  income  revenues  are 
deposited  95  percent  to  the  general  fund  and  5  percent  to  the 
public  school  trust. 

The  public  school  trust  itself  generates  interest  earnings  for 
the  state.  These  earnings  must  be  deposited  95  percent  in 
the  general  fund  with  the  remaining  5  percent  returning  to 
the  trust. 

Prior  to  January  1992,  timber  was  considered  part  of  the 
public  trust  corpus  and  any  revenue  derived  from  the  sale  of 
timber  was  returned  to  the  trust.  In  the  January  1992  special 
session,  legislation  was  passed  which  redefined  timber  sale 
revenue  as  income  and  required  that  timber  sale  revenue  be 
distributed  in  the  same  manner  as  other  income  from  school 
lands. 

This  was  a  temporary  diversion  of  revenue  through  the  end 
of  fiscal  1993.  House  Bill  667,  passed  in  the  1993  regular 
session,  made  the  diversion  permanent. 

In  addition  to  the  2.5  percent  diversion  of  school  lands 
revenue  to  DNRC,  an  additional  $313,000  of  timber  sale 
revenue  is  diverted  to  the  department  to  be  used  for 
increased  timber  sale  preparation  and  documentation.  This 
diversion  is  scheduled  to  terminate  at  the  end  of  the  1997 
biennium. 


Before  fiscal  1985,  payments  of  interest  and  income  to  the 
SEA  were  made  once  a  year.  In  fiscal  1985,  the  payment 
schedule  was  accelerated  from  once-a-year  to  twice-a-year. 
This  resulted  in  unusually  high  one-time  revenues  in  fiscal 
1985. 

Several  measures  were  enacted  by  the  1995  legislature 
which  will  impact  future  interest  and  income  revenues. 

House  Bill  50  made  permanent  certain  provisions  regarding 
the  sale  of  timber  on  state  lands.  House  Bill  50  will  result  in 
additional  sales  of  timber  during  the  1997  biennium. 
However,  additional  costs  associated  with  the  sale  of  timber 
will  also  be  incurred.  Since  these  costs  are  deducted  from 
current  timber  sale  revenues,  there  was  a  loss  of  $297,000  in 
fiscal  1996  to  the  general  fund.  Revenues  are  expected  to 
increase  by  $391,000  in  fiscal  1997. 

House  Bill  201  required  the  state  to  increase  timber  sales 
from  state  lands  consistent  with  an  annual  sustainable  yield 
of  45  million  board  feet  to  55  million  board  feet,  contingent 
on  a  study  to  determine  the  appropriate  level  of  annual 
sustainable  yield.  House  Bill  201  capped  the  amount  of 
timber  sale  revenue  deposited  in  the  general  fund  from  the 
common  school  trust  at  an  average  annual  sale  value  of  18 
million  board  feet.  Any  excess  timber  sale  revenue  from  the 
common  school  trust  is  to  be  deposited  in  the  general  fund, 
but  "earmarked"  for  deposit  in  school  districts'  newly 
established  technology  acquisition  fund  to  buy  technological 
equipment  and  provide  technical  training  for  school  district 
personnel.  No  appropriation  authority  was  provided  for  the 
expenditure  of  the  money  deposited  in  the  technology 
acquisition  fund  during  the  1997  biennium. 

House  Bill  201  affects  timber  sale  revenue  because  it  diverts 
timber  sale  revenue  before  it  is  deposited  in  the  general 
fund,  to  pay  for  costs  associated  with  increasing  timber 
sales.  During  the  1999  biennium,  the  revenue  diversion  is 
expected  to  be  $2.3  million. 


With  the  passage  and  approval  of  SB  234,  the  forestry  functions 
formerly  in  the  Department  of  State  Lands  were  moved  to  the  Department 
of  Natural  Resources  and  Conservation.  Refer  to  Section  C  of  the  Agency 
Budgets  and  Analysis  narrative  in  Volume  I  of  this  publication  for  further 
detail. 


House  Bill  274  granted  DNRC  broader  discretion  to  expedite 
sales  of  state  timber  in  emergency  situations  and  limited- 
access  situations.  As  a  result  of  HB  274,  timber  sale  revenue 
is  expected  to  increase  slightly. 
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A 

Fiscal 
Year 

1979 

Total 

Collections 

Millions 

17.122330 

General  Fund 

Collections 

Millions 

17.122330 

GF 
Percent 
Change 

Common  School  Interest  and  Income 

A 

1980 

21.882375 

21.882375 

27.80% 

A 

1981 

48265782 

48.265782 

12057% 

60 

T 

A 

1982 

47.478286 

47.478286 

-1.63% 

A 

A 

1983 

36.398297 

36.398297 

23.34% 

/  \ 

A 

1984 

36.982835 

36.982835 

1.61% 

a 

r      P~*      /  \ 

A 

1985 

62.050661 

62.050661 

67.78% 

"o 

/    \     /   \                                ---■ 

A 

1986 

37.301053 

37.301053 

-39.89% 

"o    40 

/    \   /    \               -^Z " 

A 

1987 

35.529619 

35.529619 

-1.75% 

a 

/        ■""      ^m«.        »-*/^ 

A 

1988 

34.078544 

34.078544 

^.08% 

= 

/                      ^y*^ 

A 

1989 

32.165382 

32.165382 

-5.61% 

2    30 

A 

1990 

34.706901 

34.706901 

7.90% 

I 

A 

1991 

35.865505 

35.865505 

3.34% 

20 

m 

A 

1992 

39.616168 

39.616168 

10.46% 

1 

A 

1993 

41.673746 

41.673746 

5.19% 

A 

A 

A 

1994 
1995 
1996 

40.943551 
37.904099 
42.031801 

40.943551 
37.904099 
42.031801 

-1.75% 
-7.42% 
10.89% 

i    i    i    i    i    i    i   i    i   i    i    i 

879       1981      1983      1985       1987      1989       1991      1993      1995       1997       B99 

1980      1982      1984       1986      1988      1990      1992       1994      1996      1998 

Fiscal  Year 

F 
F 
F 

1997 
1998 
1999 

42.493000 
42.238000 
43.998000 

42.493000 
42238000 
43.998000 

1.10% 
-0.60% 

4.17% 

m  Total                4  General  Fund  1 
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U.S.  Oil  and  Gas  Royalties 

Under  the  federal  Mineral  Lands  Leasing  Act,  50  percent  of 
all  money  received  from  federal  lands  in  Montana  must  be 
shared  with  the  state  to  be  used  by  the  subdivisions  of  the 
state  for  social  or  economic  impacts  of  the  development  of 
minerals.  The  revenue  produced  on  federal  public  land 
includes  royalties  and  bonuses  from  oil,  gas,  coal,  and  other 
mineral  exploration  and  extraction.  The  state  receives  these 
revenues  monthly. 

Prior  to  fiscal  1987,  these  revenues  were  distributed  62.5 
percent  to  the  SEA  and  the  remainder  to  the  highway  gas  tax 


account.  From  fiscal  1987  through  fiscal  1995,  U.S.  oil  and 
gas  receipts  were  distributed  entirely  to  the  SEA.  Beginning 
in  fiscal  1996,  this  revenue  is  deposited  in  the  general  fund 
as  mandated  by  SB  83,  passed  by  the  1995  legislature. 

Although  receipts  from  federal  lands  had  been  generally 
increasing  since  the  middle  1970s,  growth  is  dependent  on 
the  price  of  oil  and  the  amount  of  coal  produced  on  federal 
lands.  Receipts  peaked  in  fiscal  1995  at  $25.8  million,  but 
have  since  declined.  In  fiscal  1996,  receipts  for  the  first 
time  included  a  receivable  of  $3.6  million.  Receipts  in  fiscal 
1997,  1998,  and  1999  are  expected  to  decline  to  just  over 
$2 1 .0  million  per  year. 


Total 

General  Fund 

GF 

A 

Fiscal 
Year 

1979 

Collections 
Millions 

7.970116 

Collections 
Millions 

5.148922 

Percent 
Change 

US  Mineral  Royalty! 

10 

A 

1980 

8.233983 

5.146239 

-0.05% 

A 

1981 

11.808646 

7.380404 

43.41% 

25 

/A                                   A^ 

A 

1982 

15.508995 

9.693122 

31.34% 

w-n     d  \                J   \ 

A 

1983 

18.468843 

11.543027 

19.08% 

/  \A  V— /m^*-m~~^     ■-b"" 

A 

1984 

23.917880 

14.948556 

29.50% 

£ 

20 

/         ■/        ^* 

A 

1985 

23.708214 

14.817634 

-0.88% 

*o 
Q 

r             \ 

A 

1986 

20207422 

12.629639 

-14.77% 

15 

J               \ 

A 

1987 

23.433021 

23.433021 

85.54% 

c: 

F    /     *\i 

A 

1988 

26.327798 

26.327798 

12.35% 

= 

m      J 

A 

1989 

20.727404 

20.727404 

-21.27% 

s 

10 

/    r 

A 

1990 

20240644 

20.240644 

-2.35% 

*~~^  P 

A 

1991 

21.928394 

21.928394 

8.34% 

_f 

A 

1992 

21.150278 

21.150278 

-3.55% 

A 

1993 

21.799728 

21.799728 

3.07% 

A 

1994 

22.052161 

22.052161 

1.16% 

0 

i    i    i    i    i    i    i    i    i i    i    i    i 

A 

A 
F 
p 
F 

1995 
1996 
1997 
1998 
1999 

25.847747 
24.958952 
21.099000 
20.765000 
21.480000 

25.847747 
24.958952 
21.099000 
20.765000 
21.480000 

17.21% 
-3.44% 
-15.47% 
-1.58% 
3.44% 

1979       1981      1983      1985       1987      1989       1991      1993       1995       1997       1999 

1980      1982      1984      1986      B88      1990      1992       1994       1996      1998 

Fiscal  Year 

a  Total                ^  General  Fund  1 

72 


REVENUE  ESTIMATES 


Other  Revenue  Sources 

There  are  a  number  of  other  taxes,  fees,  and  fines  that 
historically  have  generated  less  than  $2.5  million  each  in 
annual  general  fund  revenue. 

The  statutes  governing  these  miscellaneous  taxes,  fees,  and 
fines  are  frequently  changed,  making  the  comparison  of  tax 
years  difficult.  If  all  of  these  revenue  sources  are  treated  as 
a  group,  however,  general  trends  can  be  identified. 

Since  fiscal  1981,  revenues  in  this  category  have  grown  an 
average  of  4.6  percent  per  year  after  adjusting  for  one-time 
receipts.  From  fiscal  1986  through  fiscal  1992,  however, 
revenues  increased  more  slowly  at  an  average  of  3.0  percent. 
In  the  last  few  years,  the  revenue  from  miscellaneous 
sources  has  been  highly  variable  due  to  changes  in 
accounting  methods,  one-time  transfers  due  to  legislation, 
and  the  imposition  of  the  7.0  percent  surtax  on  various  taxes. 
The  revenue  estimates  for  1997  through  1999  were  based  on 
fiscal  1996  statewide  budgeting  and  accounting  system 
(SBAS)   data,   which   was   adjusted   for   these   changes. 


Specifically,  fiscal  1996  receipts  were  adjusted  downward 
for  a  one-time  accounting  change  associated  with  DPHHS 
revenue.  Also  fiscal  1996  receipts  grew  at  a  high  rate  due  to 
increased  highway  patrol  fines  associated  with  the  lifting  of 
the  statewide  speed  limit  in  December  1995.  This  level  of 
growth  in  highway  fines  is  not  expected  to  continue. 

Included  in  this  category  is  the  anticipated  revenue  from  the 
capitol  land  grant  account  transfer.  This  component  is 
estimated  separately  after  the  3.0  percent  general  growth  rate 
is  applied. 

The  largest  impact  of  the  1995  legislation  to  general  fund 
revenue  was  the  result  of  SB  83,  which  de-earmarked 
revenue  flowing  into  special  revenue  accounts.  Senate  Bill 
83  de-earmarked  $14.2  million  in  biennial  revenues  not 
already  accounted  for  in  the  revenue  sources  described 
above.  Of  this,  $13.3  million  derives  from  the  nursing  home 
facility  fee,  which  was  previously  deposited  in  a  special 
account  for  use  by  the  Department  of  Public  Health  and 
Human  Services. 


A 

Fiscal 
Year 

1979 

Total 

Collections 
Millions 

6.499864 

General  Fund 

Collections 

Millions 

6.499864 

GF 
Percent 
Change 

All  Other  Revenue 

A 

1980 

8.167768 

8.167768 

25.66% 

A 

1981 

10.364201 

10.364201 

26.89% 

30 

A 

1982 

9241142 

9241142 

-10.84% 

_/*\ 

A 

1983 

10.062807 

10.062807 

8.89% 

_/           ^^^ 

A 

1984 

11.437934 

11.437934 

13.67% 

25 

■     ¥ 

A 

1985 

11.623535 

11.623535 

1.62% 

o 

Q 

o 

/\  / 

A 

1986 

12.105944 

12.105944 

4.15% 

20 

r    \l 

A 

1987 

16.294540 

16294540 

34.60% 

c 

r   y 

A 

1988 

16.116586 

16.116586 

-1.09% 

= 

p-«-*"*~" 

A 

1989 

16.405636 

16.405636 

1.79% 

a. 

IS 

i 

A 

1990 

16.740072 

16.740072 

2.04% 

^ 

A 

1991 

16.312579 

16.312579 

-2.55% 

ID 

_            M^*"*^ 

A 

1992 

20.323983 

20.323983 

24.59% 

uf*^ 

A 

1993 

24.552117 

24.552117 

20.80% 

^ 

A 
A 

\ 

1994 
1995 
19% 

18.093651 
24.988997 
27297761 

18.093651 
24.988997 
27297761 

-26.31% 

38.11% 

924% 

1     1     1     1     1 

B79       1981       1983       1985       1987      1989       1991       1993       1995       1997       1999 
1980      1982       1984       1986      1988       1990      1992       1994       19%      1998 

F 

V 

1997 
1998 

28.979000 
26.784000 

28.979000 
26.784000 

6.16% 

-7.57% 

p  l'"i.t                 ^GeneralFund 

F 

1999 

27.559000 

27.559000 

2.89% 

'                                                        ' 
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TRUST  FUNDS 


TRUST  FUNDS  --  BALANCES  AND  INTEREST  EARNINGS 


Trust  Fund  Balances 

Montana  has  a  number  of  constitutional  and  statutory  trusts 
that  provide  interest  to  fund  state  government  operations. 
While  the  legislature  has  spent  the  principal  of  the  education 
trust  and  slowed  the  flow  of  revenue  into  the  parks 
acquisition  and  resource  indemnity  tax  trusts,  substantial 
balances  remain.  By  the  end  of  the  1999  biennium,  the 
balances  in  all  trusts  are  expected  to  total  $1,113  billion. 

Table  1  shows  the  history  of  the  eight  major  trusts  since 
fiscal  1973.  Forecasted  amounts  are  shown  for  fiscal  1997, 
1998,  and  1999,  and  are  based  on  assumptions  adopted  by 
the  Revenue  Oversight  Committee  (ROC)  on  December  2, 
1996.  Following  is  a  description  of  each  trust  and  the 
income  it  generates.  Also  shown  are  expected  interest 
earnings  from  each  trust  in  fiscal  1997,  1998,  and  1999. 

Constitutional  Trusts 

Permanent  Coal  Tax  Trust 

Article  IX,  section  5  of  the  Montana  Constitution  requires 
that  at  least  50  percent  of  all  coal  severance  tax  revenue  be 
deposited  in  a  permanent  coal  tax  trust  fund  and  that  the 
principal  of  the  trust  "shall  forever  remain  inviolate  unless 
appropriated  by  a  vote  of  three-fourths  of  the  members  of 
each  house  of  the  legislature."  By  statute,  interest  earned  on 
this  trust  that  is  not  earmarked  for  other  programs  is 
distributed  100  percent  to  the  general  fund.  As  described 
below,  some  of  the  interest  earned  on  the  trust  is  earmarked 
for  other  programs. 

The  interest  earned  on  the  permanent  coal  tax  trust  fund  is 
an  important  general  fund  revenue  source.  During  the 
period  of  fiscal  1981  through  fiscal  1996,  $539.2  million  in 
interest  from  this  trust  was  deposited  in  the  combined 
general  fund/school  equalization  account  (SEA).  In  fiscal 
1996,  permanent  coal  tax  trust  fund  interest  provided  4.3 
percent  of  total  revenue  to  the  general  fund. 

Initiative  95,  approved  by  voters  in  1982,  required  that  25 
percent  of  the  revenue  deposited  in  the  permanent  coal  tax 
trust  after  June  30,  1983,  be  placed  in  the  in-state  investment 
trust  fund  for  investment  in  the  Montana  economy  "with 


special  emphasis  on  investments  in  new  or  expanding  locally 
owned  enterprises."  The  1991  legislature:  1)  eliminated 
separate  accounting  for  the  in-state  investment  trust;  and  2) 
instructed  the  Board  of  Investments  to  "endeavor  to  invest 
up  to  25  percent  of  the  permanent  coal  tax  trust  fund"  in  the 
Montana  economy. 

The  1989  and  1991  legislatures  gave  authority  to  the 
Montana  Science  and  Technology  Alliance  (MSTA)  for  the 
use  of  $12.5  million  from  the  in-state  investment  fund  for 
investment  in  new  and  expanding  technology-based 
Montana  businesses  and  for  research  and  development 
project  loans.  The  1993  legislature  authorized  MSTA  to 
invest  an  additional  $11.0  million  from  the  in-state 
investment  program.  As  of  October  1,  1996,  $16.0  million 
had  been  loaned  to  Montana  businesses. 

The  payback  of  principal  from  MSTA  loans  returns  to  the 
trust.  Before  July  1,  1993,  the  interest  from  MSTA  loans 
was  distributed  in  the  same  manner  as  other  interest  earned 
on  the  permanent  coal  tax  trust  fund.  House  Bill  394, 
enacted  by  the  1993  legislature,  created  a  special  revenue 
account  into  which  all  interest  earned  from  MSTA  loans  is 
deposited  and  from  which  MSTA  expenses  will  be  paid, 
with  the  balance  returning  to  the  trust. 

Coal  tax  revenue  flowing  into  the  permanent  coal  tax  trust 
fund  is  also  used  to  secure  state  bonds  issued  to  finance 
water  resource  development  projects  and  activities.  Since 
1981  when  the  legislature  authorized  this  bonding  program, 
$74.1  million  in  water  development  projects  throughout  the 
state  have  been  authorized  with  revenue  from  these  bonds. 

During  the  1991  regular  session,  the  legislature  created  the 
clean  coal  technology  demonstration  fund  within  the 
permanent  coal  tax  trust  fund  and  authorized  the  transfer  of 
$25.0  million  from  the  permanent  coal  tax  trust  fund  into 
this  subfund.  In  fiscal  1992  through  fiscal  1997,  an 
additional  $5.0  million  a  year  of  the  coal  tax  revenue 
allocated  to  the  trust  would  have  been  deposited  in  this 
subfund.  Legislation  allowed  this  portion  of  the  trust  fund 
to  be  invested  in  loans  for  clean  coal  technology  projects 
approved  by  the  legislature.  The  1991  legislature  approved 
the  installation  of  MHD  technology  at  the  Corette  power 
plant  in  Billings  as  the  first  clean  coal  technology  project. 
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making  it  eligible  for  a  loan  in  the  future.  The  1993 
legislature  authorized  a  loan  of  up  to  $25.0  million  for 
development,  engineering,  procurement  and  construction  of 
the  Billings  MHD  demonstration  project,  which  would  have 
been  used  to  develop  technologies  for  the  production  of 
electricity  using  clean  coal.  In  order  for  a  loan  to  be  made, 
the  legislature  required  at  least  a  4  to  1  federal  match.  In 
May  1993,  the  U.S.  Department  of  Energy  declined  to  loan 
MHD  Development  Corporation  funds  for  the  project.  As  a 
result,  the  $25.0  million  authorized  to  be  transferred  from 
the  permanent  coal  tax  trust  fund  to  the  clean  coal 
technology  demonstration  fund  was  never  transferred. 
Senate  Bill  4  as  enacted  during  the  November  1993  Special 
Session  repealed  the  section  of  the  law  authorizing  this 
transfer. 

The  1991  legislature  also  appropriated  $3.25  million  from 
the  permanent  coal  tax  trust  fund  for  the  Microbusiness 
Development  Act.  These  funds  provided  capital  to 
microbusiness  development  corporations  that  provide  loans 
and  technical  assistance  to  qualified  small  businesses. 
Interest  earnings  and  loan  repayments  were  retained  by  the 
program  to  finance  administrative  costs  and  future  loans. 

During  the  January  1992  Special  Session,  the  legislature 
authorized  the  creation  of  a  school  bond  contingency  loan 
fund  within  the  permanent  coal  tax  trust  fund.  The 
contingency  fund  provided  up  to  $25.0  million  in  loan 
guarantees  for  school  district  bonds  certified  by  the 
Department  of  Administration  as  meeting  certification 
standards  but  for  which  subsequent  litigation  prevents 
collection  of  property  taxes  levied  for  debt  service.  School 
districts  are  required  to  repay  any  guarantee  funds  used. 
Interest  on  the  contingency  fund  is  distributed  in  the  same 
manner  as  all  other  interest  earned  on  the  permanent  coal  tax 
trust  fund.  This  legislation  expired  on  January  1,  1993. 
House  Bill  667,  passed  during  the  1993  legislative  session, 
provides  Guaranteed  Tax  Base  (GTB)  aid  to  certain  schools 
with  bonds  outstanding  or  bond  issues  contemplated.  The 
source  of  funding  for  GTB  aid  was  the  school  equalization 
account  (SEA). 

The  contingency  fund  has  provided  backing  for  $23.4 
million  in  school  bonds  for  14  schools.  The  average  balance 
in  the  contingency  fund  has  been  slightly  more  than  $2.0 


million.  The  contingency  fund  will  continue  to  exist  for  the 
next  20  years  until  these  bonds  are  retired. 

In  the  June  1992  election,  voters  approved  a  referendum  to 
create  the  treasure  state  endowment  fund  (TSEF)  within  the 
permanent  coal  tax  trust  fund.  The  fund  received  a  $10.0 
million  grant  from  the  trust  principal  in  fiscal  1994  and  will 
receive  half  the  funds  deposited  in  the  trust  during  fiscal 
1995  through  fiscal  2013.  Interest  earned  on  the  TSEF  will 
be  used  to  finance  local  infrastructure  projects,  as  prioritized 
by  the  departments  of  Commerce  and  Natural  Resources  and 
Conservation  and  authorized  by  the  legislature. 

During  the  November  1993  Special  Session,  the  legislature 
authorized  in  SB  4  that  the  cash  balance  in  the  coal  tax  bond 
fund  as  of  July  1,  1993,  be  deposited  in  the  permanent  coal 
tax  trust  fund.  The  total  amount  transferred  was  $31.1 
million.  In  addition,  any  balance  in  the  clean  coal 
technology  demonstration  fund  was  transferred  to  the 
permanent  coal  tax  trust  fund. 

Senate  Bill  4  also  changed  the  distribution  mechanism  by 
requiring  the  50  percent  coal  severance  tax  revenue 
allocation  be  deposited  in  the  TSEF  and  the  permanent  coal 
tax  trust  fund  on  an  equal  basis.  Prior  to  SB  4,  coal 
severance  tax  revenue  earned  on  production  taking  place 
beginning  July  1 ,  1993,  was  to  have  been  deposited  in  TSEF. 
In  the  following  fiscal  year,  one-half  of  the  previous  year's 
inflow  was  to  have  been  deposited  in  the  permanent  coal  tax 
trust  fund  and  the  TSEF  was  to  retain  the  rest.  Without  SB 
4,  the  permanent  coal  tax  trust  fund  would  not  have  received 
any  coal  severance  tax  revenue  during  fiscal  1994. 

The  1993  legislature  passed  HB  401,  which  authorized  a 
loan  to  the  Department  of  Environmental  Quality,  formerly 
the  (Department  of  Health  and  Environmental  Sciences) 
from  the  permanent  coal  tax  trust  fund  for  technical, 
litigation,  and  administrative  expenses  associated  with  the 
natural  resource  damage  litigation  suit  against  the  Atlantic 
Richfield  Company  in  the  Clark  Fork  River  Basin.  The 
amount  of  the  loan  is  $2.6  million  for  the  1995  biennium  and 
$5.2  million  to  repay  principal  and  interest  to  the  general 
fund  for  litigation  costs  incurred  in  the  1993  biennium.  As 
of  December  1994,  $6.3  million  had  been  withdrawn  from 
the  permanent  coal  tax  trust  to  pay  for  litigation  expenses. 
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The  1995  legislature  enacted  several  measures  which 
affected  permanent  trust  balances  and  interest  income: 

House  Bill  305  authorized  a  loan  to  the  Department  of 
Justice  from  the  permanent  coal  tax  trust  for  the  purpose  of 
conducting  the  litigation  and  natural  resource  claim  against 
the  Atlantic  Richfield  Company  in  the  Clark  Fork  River 
Basin.  The  amount  of  the  loan  is  $2,359,857  for  the  1997 
biennium.  The  bill  also  extended  loans  made  for  the  same 
purpose  during  the  1995  biennium.  As  of  June  30,  1996, 
$9.2  million  had  been  withdrawn  from  the  permanent  coal 
tax  trust  to  pay  litigation  expenses. 

House  Bill  354  expanded  appropriations  for  the 
Microbusiness  Financing  Act  which  provides  loans  to 
businesses  employing  less  than  ten  employees  and 
generating  less  than  $500,000  in  gross  revenue  annually. 
The  expansion  of  this  program  doubled  the  previous 
appropriation  to  $3.25  million  of  investable  coal  tax  trust 
funds  made  available  to  the  Microbusiness  Finance  Program 
in  the  Department  of  Commerce.  Beginning  July  1,  1995, 
HB  354  also  increased  maximum  loan  amounts  per 
individual  loan  from  $20,000  to  $35,000.  The  program 
provides  financing  for  working  capital  assets  and  fixed  asset 
acquisition  with  more  flexible  repayment  terms  than  those 
offered  by  commercial  institutions.  Payback  of  interest  and 
principal  of  the  loan  amounts  are  used  for  administrative 
purposes  and  for  financing  new  microbusiness  loans. 

Senate  Bill  38  authorized  the  job  investment  act  under  which 
the  Department  of  Commerce  may  loan  a  portion  of  the 
permanent  coal  tax  trust  to  businesses  to  create  and  retain 
jobs  in  Montana.  A  loan  to  a  qualified  business  may  not 
exceed  $500,000  and  the  department  is  to  report  annually  to 
the  Revenue  Oversight  Committee.  The  legislation  also 
reduced  the  amount  of  permanent  coal  tax  trust  funds  that 
the  Board  of  Investments  allows  the  Montana  Board  of 
Science  and  Technology  Development  to  invest  in  seed 
capital  loans  and  mezzanine  loans  from  $15.5  million  to 
$12.5  million.  The  bill  also  increased  the  amount  of 
permanent  coal  tax  trust  funds  available  for  research  and 
development  projects  from  $8.1  million  to  $1 1.1  million.  In 
the  past  these  funds  were  used  primarily  as  loans  to  the 
University  System.  Under  SB  38.  these  funds  will  be 
granted  to  the  University  System  for  research  and 
development  projects. 


Senate  Bill  83  abolished  the  distribution  of  coal  trust  interest 
to  the  SEA.  Under  previous  law,  15  percent  of  coal  trust 
interest  earnings  were  deposited  in  the  SEA  and  85  percent 
in  the  general  fund.  As  a  result  of  SB  83,  100  percent  of 
coal  trust  interest  earnings  are  deposited  in  the  general  fund 
in  fiscal  1996  and  beyond. 

Common  School  Trust 

Article  X,  sections  2  and  3  of  the  Montana  Constitution 
requires  that  all  royalties  and  other  proceeds  received  from 
school  lands  granted  to  the  state  under  the  federal  enabling 
act  must  be  deposited  in  the  common  school  trust  fund  and 
"shall  forever  remain  inviolate,  guaranteed  by  the  state 
against  loss  or  diversion."  Article  X,  section  5  requires  that 
95  percent  of  the  interest  from  this  trust  be  used  for  school 
equalization,  with  the  remaining  5  percent  reinvested  in  the 
trust.  In  addition,  95  percent  of  all  rents,  royalties,  and  other 
income  received  from  leasing  of  school  lands  is  to  be  used 
for  public  schools  with  the  remaining  5  percent  invested  in 
the  trust. 

During  the  January  1992  Special  Session,  the  legislature 
passed  HB  3,  which  provided  that  95  percent  of  the  revenue 
from  state  timber  sales  (approximately  $4.9  million)  would 
be  deposited  in  the  SEA  during  the  1993  biennium,  with  the 
remaining  5  percent  deposited  in  the  trust. 

The  1993  legislature  passed  HB  652  which  continued  the 
practice  of  diverting  95  percent  of  timber  revenue  to  the 
school  equalization  account  during  the  1995  biennium.  The 
loss  in  revenue  to  the  common  school  trust  during  the  1995 
biennium  was  approximately  $9.1  million.  House  Bill  667, 
also  passed  during  the  1993  legislative  session,  continued 
this  practice  indefinitely.  The  loss  of  revenue  to  the 
common  school  trust  during  the  1997  biennium  was 
approximately  $9.7  million. 

The  1995  legislature  enacted  several  measures  affecting 
revenue  from  state  lands.  House  Bill  50  made  permanent 
certain  provisions  regarding  the  sale  of  timber  on  state  lands. 
House  Bill  50  was  expected  to  result  in  additional  sales  of 
timber  during  the  1997  biennium.  However,  additional  costs 
associated  with  the  sale  of  timber  were  also  expected  to  be 
incurred.  These  costs  are  deducted  from  timber  sale 
revenues. 
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House  Bill  201  required  the  state  to  increase  timber  sales 
from  state  lands  consistent  with  an  annual  sustainable  yield 
of  45  million  board  feet  to  55  million  board  feet,  contingent 
on  a  study  to  determine  the  appropriate  level  of  annual 
sustainable  yield.  House  Bill  201  capped  the  amount  of 
timber  sale  revenue  deposited  in  the  general  fund  (formerly 
the  school  equalization  account,  which  was  abolished  in  SB 
83)  from  the  common  school  trust  at  an  average  annual  sale 
value  of  18  million  board  feet.  Any  excess  timber  sale 
revenue  from  the  common  school  trust  is  to  be  deposited  in 
the  general  fund,  but  "earmarked"  for  deposit  in  school 
districts'  newly  established  technology  acquisition  fund  to 
buy  technological  equipment  and  provide  technical  training 
for  school  district  personnel.  No  appropriation  authority 
was  provided  for  the  expenditure  of  the  money  deposited  in 
the  technology  acquisition  fund  during  the  1997  biennium. 

House  Bill  201  also  affects  timber  sale  revenue  because  it 
diverts  timber  sale  revenue  before  it  is  deposited  in  the 
general  fund  to  pay  for  costs  associated  with  increasing 
timber  sales.  The  total  revenue  effect  is  expected  to  be  a 
loss  of  $1.1  million  to  the  general  fund  during  the  1997 
biennium.  The  executive  is  requesting  an  additional  $2.2 
million  during  the  1999  biennium. 

House  Bill  274  granted  the  Department  of  State  Lands 
broader  discretion  to  expedite  sales  of  state  timber  in 
emergency  situations  and  limited  access  situations. 
(Effective  in  fiscal  1996,  as  a  result  of  the  natural  resources 
reorganization  bill  [SB  234],  the  forestry  function  was 
transferred  from  the  Department  of  State  Lands  to  the 
Department  of  Natural  Resources  and  Conservation.)  As  a 
result  of  HB  274,  timber  sale  revenue  was  expected  to 
increase  and  revenue  deposited  in  the  general  fund  was 
expected  to  increase  by  $.5  million  during  the  1997 
biennium. 

Senate  Bill  83  de-earmarked  all  interest  from  the  common 
school  trust  and  income  earned  on  common  school  lands. 
These  revenues  henceforth  flow  into  the  general  fund. 

Resource  Indemnity  Trust 

Article  IX,  section  2  of  the  Montana  Constitution  and  Title 
35,    Chapter   38,    MCA,    require   that   certain    resource 


extraction  taxes  be  placed  in  a  trust.  The  principal  of  the 
resource  indemnity  trust  "shall  forever  remain  inviolate  in  an 
amount  of  one  hundred  million  dollars  ($100,000,000), 
guaranteed  by  the  state  against  loss  or  diversion."  Once  the 
principal  of  the  trust  reaches  $100.0  million,  any  additional 
tax  revenue  may  be  appropriated.  During  the  1993 
legislative  session,  the  legislature  passed  HB  608  that 
decreased  the  amount  of  Resource  Indemnity  and 
Groundwater  Assessment  (RIG WA)  tax  proceeds  deposited 
in  the  trust  during  the  1995  biennium  from  85.9  percent  per 
year  to  55.9  percent,  or  approximately  $5.0  million.  The  bill 
further  reduced  the  amount  of  RIGWA  revenue  deposited  in 
the  trust  to  45.9  percent  beginning  July  1,  1995. 

During  the  July  1992  Special  Session,  the  legislature 
imposed  a  one-year  surtax  on  resource  indemnity  tax 
liability  and  allocated  collections  from  the  surtax  to  the 
general  fund. 

During  the  1995  session,  the  legislature  replaced  a  portion  of 
RIGWA  tax  proceeds  with  oil  and  gas  tax  proceeds  due  to  a 
bill  to  simplify  oil  and  gas  taxes  (SB  412).  Also,  the 
legislature  diverted  for  other  purposes  the  metal  mines 
license  tax  proceeds  that  previously  were  deposited  to  the 
trust. 

See  the  RIT  discussion  on  page  79  for  additional  detail. 

Statutory  Trusts 

Education  Trust 

From  fiscal  years  1976  through  1986,  a  portion  of  the 
revenue  from  the  coal  severance  tax  was  allocated  to  the 
education  trust  for  the  support  of  education.  The  legislature 
appropriated  the  corpus  of  this  trust  to  the  school 
equalization  account  during  the  period  of  fiscal  1987 
through  1990.  Since  fiscal  1990,  the  education  trust  has  not 
received  revenue  from  any  source  and  its  balance  is  zero. 

Parks  Acquisition/Arts  Protection  Trust 

During  most  of  the  last  20  years,  a  portion  of  the  coal 
severance  tax  has  been  earmarked  for  the  parks  acquisition 
trust.   During  the  late  1980s,  the  flow  of  revenue  into  this 
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account  was  diverted  to  the  general  fund.  However,  the 
principal  began  to  increase  again  in  fiscal  1990.  Prior  to 
fiscal  1992,  two-thirds  of  the  interest  from  this  trust  was 
statutorily  allocated  for  acquisition  and  operation  of  state 
parks,  and  one-third  was  allocated  for  protection  of  works  of 
art  in  the  state  capitol  and  other  cultural  and  aesthetics 
projects. 

The  1991  legislature  split  the  principal  of  this  trust  into  two 
separate  trusts:  a  parks  acquisition  trust  and  an  arts 
protection  trust.  During  the  1993  biennium,  the  coal  tax 
revenue  that  would  have  flowed  into  the  parks  acquisition 
trust  (1.267  percent)  was  spent  for  maintenance  of  parks  and 
historic  sites,  along  with  the  interest  from  the  trust.  House 
Bill  687,  passed  during  the  1993  legislative  session, 
continued  this  practice  for  the  1995  biennium,  directing  $1.6 
million  from  the  trust  to  current  operations.  In  the  1997 
biennium,  the  coal  tax  revenue  allocation  is  again  deposited 
in  the  trust.  Senate  Bill  27,  passed  by  the  1995  legislature, 
increased  the  allocation  to  the  parks  acquisition  trust  from 
1 .267  percent  to  1 .270  percent. 

In  fiscal  1992,  0.633  percent  of  coal  severance  tax  revenues 
was  deposited  in  the  arts  protection  trust,  with  the  trust 
interest  continuing  to  be  used  for  protection  of  works  of  art 
and  cultural  projects.  During  the  January  1992  Special 
Session,  the  legislature  diverted  a  portion  of  the  revenue  that 


would  have  flowed  into  the  arts  protection  trust  in  fiscal 
1993  to  fund  the  operations  of  the  Montana  Arts  Council. 
Beginning  in  fiscal  1994,  these  revenues  were  again 
deposited  in  the  trust.  Senate  Bill  27,  passed  by  the  1995 
legislature,  decreased  the  allocation  to  the  arts  trust  from 
.633  percent  to  .630  percent. 

Noxious  Weed  Management  Trust 

During  the  period  fiscal  1986  through  1992,  at  least  one-half 
of  the  collections  from  a  1 .0  percent  surcharge  on  the  retail 
sale  of  herbicides  was  deposited  in  the  noxious  weed 
management  trust  fund.  The  remaining  collections  are  spent 
for  weed  control  grants.  The  interest  earned  on  the  trust  is 
retained  in  the  trust.  After  the  principal  of  the  trust  reached 
$2.5  million  in  fiscal  1992,  all  herbicide  surcharge 
collections  and  the  interest  earned  on  the  trust  are  available 
for  weed  control  grants. 

Senate  Bill  321  increased  the  amount  of  the  tax  on  gasoline 
which  is  allocated  to  the  snowmobile  account  from  23/64  of 
one  percent  to  15/28  of  one  percent.  Beginning  in  fiscal 
1996,  one  percent  of  the  amount  deposited  in  the 
snowmobile  account  was  deposited  in  the  Montana  noxious 
weed  control  trust  for  increased  weed  control  grants,  which 
are  administered  by  the  Department  of  Natural  Resources 
and  Conservation. 
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Table  1 

Selected  Trust  Fund  Balances 

Including  Projected  Investment  Earnings 


Treasure  St 
Endowment 
Trust  Fund 


Fiscal 
Year 


Permanent 
Coa!  Tax 
Trust  Fund 


Common 

School 

Trust  Fund 


Education 
Trust  Fund 


Resource 
Indemnity 
Trust  Fund 


Parks 
Acquisition 
Trust  Fund 


Arts 
Protection 
Trust  Fund 


Noxious 

Weed 

Trust  Fund 


Total 
Trust  Funds 


73 
74 
75 
76 
77 


A     78 
A     79 


80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 


6,268 
16,940 
39,964 
75.187 
118,336 
158,358 
202,936 
252,420 
309.384 
339,883 
381,180 
411,838 
446,511 
470.322 
496.465 
5 1 1 ,474 
5  1 1 ,754 
515,470 
530.144 


0 
0 
0 
0 
0 
262 
538 
.765 
.459 
314 
806 
358 
524 
250 
180 
,287 
,993 
416 
655 
569 
640 
471 
,287 
,251 


0 
0 
0 
II 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
,520,830 
,793.125 
,262.548 


$64,223,773 
108.998,870 
113.064,188 
117,849.628 
123,281,528 
129,949,247 
137,716,735 
147,527,943 
163,163.556 
176,467,865 
189,390.417 
201.319,109 
214,764,544 
217.677,906 
227,687,073 
239,553.633 
254,128,428 
268,496.362 
280.326.496 
291,753,603 
300.782.863 
310,735,129 
321.265.835 
331.630.225 


0 

0 

0 

2.227,793 

6.039,530 

8,983,763 

12.339,549 

23,905,146 

33.624.170 

44.338.477 

52,665,410 

60,925,268 

70,500,922 

79,761,708 

44,091,429 

33,671.110 

8,651,477 

0 

0 

0 

0 

0 

0 

0 


0 
1,141,385 
3.287,456 
5.552. 291 
8.232.247 
10,646,851 
12,574,209 
16.204,531 
21.165,464 
28.328.946 
36.181,889 
42,986.128 
47,396.179 
53.039.675 
56,861.627 
61,750.961 
66,665.000 
72,811,618 
77,324.921 
82.489.898 
86,890.369 
89,316,268 
91,614,674 
93,152.864 


0 

0 

0 

278.725 

758,308 

1.174.356 

1.475.732 

3.565.371 

5.325,746 

7.480.418 

9,481,542 

11,565,460 

13,859,181 

16,222.131 

16,613,608 

16,581,042 

16,608,706 

17,936.701 

18.882,548 

12,588,366 

12,538,119 

12,538,119 

12,538,119 

12,998,633 


0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

7,051.506 

6.863.579 

7.025.290 

7.296.373 

7.518.157 


0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

443,184 

824,550 

1,070,972 

1,320,720 

1,688.370 

2,121.973 

2.584.254 

2.534.844 

2,518.875 

2,544.390 

2,502,197 


$64 
110 
116 
125 
138 
157 
181 
231 
298 
374 
446 
519 
598 
676 
685 
733 
759 
807 
848 
892 
921 
954 
98 
1.020 


.223,773 
,140.255 
351,644 
.908.437 
311.613 
,022.479 
046.763 
,167.756 
.466.395 
952.020 
,078,064 
,732,323 
,941,350 
528.854 
961.467 
808,005 
213,324 
444,467 
978,593 
933,196 
,084,414 
,408.982 
,522.803 
,208.875 


Forcasled 

F  97 

F   98 

F  99 

Forcasted 

F  97 

F  98 

F   99 


Fund  Balance 

540,150.000  51, 

550.553,000  61, 

560.793.000  70 

Investment  Earnings 

41.969.000  3, 

42.611.000  4, 

43,218,000  4, 


600.548 
308.548 
864.548 

614.000 
249.000 
862,000 


340.408.787 
349.320,834 
358.485,146 

26.151,000 
26.692,000 
27.244,000 


94,346.864 
96.001.864 
97,711.864 

7.796,000 
7,887,000 
7,992,000 


13.472.633 
13,965.633 
14.450.633 

1.060.000 
1.092.000 
1.123,000 


7.753.157 
7.998.157 
8.239,157 

620.000 
635.000 
650,000 


2,500.000  1.050.231.989 
2,500.000  1.081,648,036 
2,500.000  1,113,044,348 


203,765 
203.765 
203.765 


81.413.765 
83.369.765 
85,292.765 


History  of  Selected  Trust  Fund  Balances 


Actual  and  Estimated 


I  Common  School      CZ1  Education 
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RIT  Trust 

Article  IX,  section  2  of  the  Montana  Constitution  provides 
that  certain  taxes  on  the  extraction  of  natural  resources  be 
deposited  in  a  resource  indemnity  trust  (RIT).  The  principal 
of  the  trust  up  to  $100  million  "shall  remain  forever 
inviolate,  guaranteed  by  the  state  against  loss  or  diversion." 
Title  15,  Chapter  38,  MCA,  provides  for  a  resource 
indemnity  tax  of  0.5  percent  on  all  mineral  production 
except  production  from  metalliferous  mines.  These 
revenues  are  deposited  in  the  trust  until  the  principal  reaches 
$100  million.  Thereafter  the  tax  revenue  may  be 
appropriated.  Beginning  in  fiscal  1996,  the  trust  received  a 
portion  of  oil  and  gas  production  tax  proceeds.  For  fiscal 
1996  and  1997,  the  15.5  percent  of  the  metal  mines  tax 
proceeds  previously  deposited  to  the  trust  is  allocated  to 
other  accounts.  After  the  1997  biennium,  15.5  percent  of 
metal  mines  tax  is  to  be  deposited  in  the  trust.  However,  the 
metal  mines  tax  is  over-allocated  beginning  July  1,  1997, 
and  the  1997  legislature  will  be  asked  to  consider  legislation 
to  remedy  the  over-allocation  problem. 

RIGWA  Tax  Proceeds 

The  former  RIT  tax  is  now  called  the  resource  indemnity 
and  ground  water  assessment  (RIGWA)  tax,  with  45.9 
percent  of  the  proceeds  deposited  to  the  RIT  trust.  The 
remaining  tax  proceeds  are  distributed  as  required  by  two 
bills: 


resource  grant  and  loan  account  (which  combines  the  former 
water  development  and  renewable  resource  accounts).  This 
allocation  continued  through  the  1995  biennium  and 
increased  to  40.0  percent  in  the  1997  biennium:  30.0 
percent  to  the  reclamation  and  development  account  and 
10.0  percent  to  the  renewable  resource  grant  and  loan 
account. 

Oil  and  Gas  Production  Tax  Proceeds 

Senate  Bill  412,  passed  by  the  1995  legislature,  was 
designed  to  simplify  oil  and  gas  production  taxes  by 
consolidating  several  different  taxes  into  one.  The  portion 
of  RIGWA  tax  proceeds  generated  by  oil  and  gas  production 
was  replaced  by  the  new  consolidated  tax. 

The  bill  was  designed  to  be  revenue  neutral,  but  a  one-time 
revenue  acceleration  occurred  in  all  accounts  where  RIGWA 
taxes  were  replaced  because  the  consolidated  tax  is  now 
collected  quarterly  rather  than  annually.  According  to  the 
fiscal  note  that  accompanied  SB  412,  this  acceleration 
increases  revenues  to  four  accounts  in  fiscal  1996:  1) 
$104,000  to  the  ground  water  assessment  state  special 
revenue  account;  2)  $74,000  to  the  renewable  resource  grant 
and  loan  program  state  special  revenue  account;  3)  $221,000 
to  the  reclamation  and  development  grants  state  special 
revenue  account;  and  4)  $337,000  to  the  RIT  fund. 

Metal  Mines  Tax  Proceeds 


Senate  Bill  94,  passed  by  the  1991  legislature,  established 
the  ground  water  assessment  account.  The  legislation 
directed  that  14.1  percent  of  annual  RIGWA  tax  proceeds  be 
deposited  in  that  account  beginning  in  fiscal  1994  for  the 
Montana  Bureau  of  Mines  to  implement  the  Montana 
Ground  Water  Assessment  Act.  The  allocation  continues 
until  the  account's  cash  balance  reaches  $666,000,  any 
additional  amount  the  14.1  percent  of  tax  proceeds  will  be 
deposited  in  the  RIT. 

House  Bill  608,  passed  by  the  1993  legislature,  directed  that 
30.0  percent  of  biennial  RIGWA  tax  proceeds  be  deposited 
in  state  special  revenue  accounts  used  to  support  agency 
operations:  1)  15.0  percent  to  the  reclamation  and 
development  account;  and  2)  15.0  percent  to  the  renewable 


Prior  to  the  1995  session,  15.5  percent  of  metal  mines  tax 
proceeds  was  deposited  to  the  RIT.  Diversions  required  by 
three  bills  passed  by  the  1995  legislature  eliminated  all 
deposits  to  the  trust  from  metal  mines  tax  proceeds  for  the 
1997  biennium. 

Senate  Bill  46  required  2.2  percent  of  the  proceeds  to  be 
deposited  in  the  ground  water  assessment  account  for  use  by 
the  Montana  Bureau  of  Mines  to  administer  the  Montana 
Ground  Water  Assessment  Act.  This  legislation  applied 
retroactively  to  all  metalliferous  mines  tax  proceeds 
collected  after  December  31,  1994. 

Senate  Bill  382  required  8.5  percent  of  the  proceeds  to  be 
deposited  in  the  new  abandoned  mines  account  for  use  by 
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the  Department  of  Environmental  Quality  in  a  pilot  program 
to  clean  up  and  reclaim  abandoned  mines.  This  change  was 
effective  for  fiscal  1996  and  1997.  After  fiscal  1997,  the  8.5 
percent  distribution  will  be  deposited  in  the  RIT. 

House  Bill  569  diverted  4.8  percent  of  the  proceeds  to  the 
reclamation  and  development  grants  account.  These 
proceeds  are  to  be  used  to  fund  various  program  costs  in  the 
Department  of  Natural  Resources  and  Conservation,  the 
Department  of  Environmental  Quality,  State  Library  Natural 
Resource  Information  Services,  and  the  Environmental 
Quality  Council.  This  legislation  impacts  the  disbursement 
of  proceeds  beginning  in  fiscal  1996. 

As  a  result  of  these  bills,  none  of  the  metal  mines  license  tax 
was  deposited  in  the  RIT  during  the  1997  biennium.  Also 
due  to  a  technical  oversight,  beginning  July  1,  1997,  the 
metal  mines  tax  will  be  over-allocated.  During  the  1999 
biennium,  the  portion  which  is  currently  allocated  to  the  new 
abandoned  mines  account  (8.5  percent)  will  be  raised  to  15.5 
percent  and  reallocated  to  the  RIT.  However,  this  means  the 
allocation  of  the  metal  mines  tax  will  be  107.0  percent. 
ROC,  for  purposes  of  allocating  the  tax  for  the  1999 
biennium,  assumed  that  the  over-allocation  problem  would 
be  corrected,  and  that  the  portion  allocated  to  the  RIT  would 
return  to  8.5  percent. 

Allocation  of  RIT  Interest  Earnings 

Section  15-38-203,  MCA,  requires  that  the  interest  earned 
on  the  trust  be  used  "to  improve  the  total  environment  and 
rectify  damage  thereto."  Section  15-38-202,  MCA, 
earmarked  these  interest  earnings  in  the  following  manner 
for  the  1995  biennium: 

1)  at  the  beginning  of  the  biennium,  an  amount  not  to 
exceed  $175,000  to  the  environmental  contingency  fund. 
Funds  in  this  account  are  statutorily  appropriated  for 
unanticipated  public  needs  arising  from  certain  disasters  and 
emergencies,  which  may  be  used  upon  authorization  of  the 
Governor. 

2)  at  the  beginning  of  the  biennium,  an  amount  not  to 
exceed  $50,000  to  the  oil  and  gas  mitigation  account.  Funds 
in  this  account  are  statutorily  appropriated  to  the  Board  of 


Oil  and  Gas  Conservation  for  the  cost  of  plugging  wells  that 
have  been  abandoned  and  for  which  no  responsible  party  can 
be  found. 

3)  $1 .025  million  biennially  to  the  renewable  resource  grant 
and  loan  program  state  special  revenue  account  for 
distribution  as  grants. 

4)  $2,200  million  biennially  to  the  reclamation  and 
development  grants  state  special  revenue  account  for 
distribution  as  grants. 

5)  $0,250  million  biennially  to  the  water  storage  state 
special  revenue  account  to  provide  loans  and  grants  for 
water  storage  projects. 

6)  of  the  remaining  RIT  interest  earnings:  a)  38.0  percent 
goes  to  the  renewable  resource  grants  and  loan  account  for 
program  and  administrative  costs;  b)  4 1 .5  percent  goes  to  the 
reclamation  and  development  grants  account  for  program 
and  administrative  costs;  c)  15.0  percent  goes  to  the 
hazardous  waste/CERCLA  account  for  superfund  activities; 
and  d)  5.5  percent  goes  to  the  environmental  quality 
protection  fund  for  additional  clean  up  activities. 

Under  the  provisions  of  section  15-38-202,  MCA,  some 
allocations  of  RIT  interest  earnings  changed  for  the  1997 
biennium: 

1)  as  in  the  1995  biennium,  at  the  beginning  of  the  1997 
biennium,  an  amount  not  to  exceed  $175,000  to  the 
environmental  contingency  fund.  Funds  in  this  account  are 
statutorily  appropriated  for  unanticipated  public  needs 
arising  from  certain  disasters  and  emergencies,  which  may 
be  used  upon  authorization  of  the  Governor. 

2)  as  in  the  1995  biennium,  at  the  beginning  of  the 
biennium,  an  amount  not  to  exceed  $50,000  to  the  oil  and 
gas  mitigation  account.  Funds  in  this  account  are  statutorily 
appropriated  to  the  Board  of  Oil  and  Gas  Conservation  for 
the  cost  of  plugging  wells  that  have  been  abandoned  and  for 
which  no  responsible  party  can  be  found. 

3)  an  increase  in  the  amount  of  funding  to  a  total  of  $2.0 
million  biennially,  is  allocated  to  the  renewable  resource 
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grant  and  loan  program  state  special  revenue  account  for 
distribution  as  grants. 

4)  an  increase  in  the  amount  of  funding  to  a  total  of  $3.0 
million  biennially,  is  allocated  to  the  reclamation  and 
development  grants  state  special  revenue  account  for 
distribution  as  grants. 

5)  an  increase  in  the  amount  of  funding  to  a  total  of  $0.5 
million  biennially,  is  allocated  to  the  water  storage  state 
special  revenue  account  to  provide  loans  and  grants  for 
water  storage  projects. 

6)  Of  the  remaining  RIT  interest  earnings:  a)  36.0  percent 
goes  to  the  renewable  resource  grants  and  loan  account  for 
program  and  administrative  costs;  b)  40.0  percent  goes  to 
the  reclamation  and  development  grants  account  for  program 
and  administrative  costs;  c)  18.0  percent  goes  to  the 
hazardous  waste/CERCLA  account  for  superfund  activities; 
and  d)  6.0  percent  goes  to  the  environmental  quality 
protection  fund  for  additional  clean  up  activities. 

The  Department  of  Natural  Resources  and  Conservation 
administers  two  of  the  RIT  interest  accounts  which  are  used 
for  grants,  loans,  and  administrative  costs:  the  renewable 
resource  grant  and  loan  program  account  and  the 
reclamation  and  development  grant  account.  All  grants  and 
loans  made  from  these  accounts  require  legislative  approval. 

Renewable  Resource  Grant  and  Loan  Account 

This  account,  created  in  the  1995  biennium,  combines  the 
former  water  development  and  renewable  resource  accounts. 
Funds  in  the  account  are  used  for  operation  and  maintenance 
of  state-owned  water  projects  and  works,  program 
administrative  costs,  and  grants  and  loans  for  projects  that 
enhance  renewable  resources  in  the  state.  Revenue  to  the 
account  in  the  1995  biennium  included  15.0  percent  of 
RIGWA  tax  proceeds,  38.0  percent  of  RIT  interest  earnings, 
0.95  percent  of  coal  severance  tax  collections  exceeding  debt 
service  requirements,  income  from  state-owned  water 
projects,  and  administrative  fees.  Loan  repayments  are 
deposited  in  the  renewable  resource  grant  and  loan  or  debt 
service  account. 


Revenue  to  the  account  in  the  1997  and  future  biennia 
includes  10.0  percent  of  RIGWA  tax  proceeds,  a  portion  of 
oil  and  gas  production  tax  proceeds,  36.0  percent  of  RIT 
interest  earnings,  0.95  percent  of  coal  severance  tax 
collections  exceeding  debt  service  requirements,  income 
from  state-owned  water  projects,  and  administrative  fees. 
Loan  repayments  are  to  be  deposited  in  the  renewable 
resource  grant  and  loan  or  debt  service  account. 

Reclamation  and  Development  Account 

During  the  1995  biennium,  the  reclamation  and  development 
account  was  funded  with  15.0  percent  of  RIGWA  tax 
proceeds  and  4 1 .5  percent  of  RIT  interest  earnings.  Funds 
were  used  for  grants  and  payment  of  administrative 
expenses. 

During  the  1997  and  future  biennia,  the  reclamation  and 
development  account  will  be  funded  with  30.0  percent  of 
RIGWA  tax  proceeds,  4.8  percent  of  metal  mines  tax 
proceeds,  a  portion  of  oil  and  gas  production  tax  proceeds, 
and  40.0  percent  of  RIT  interest  earnings.  Funds  are  used 
for  grants  and  for  payment  of  administrative  expenses. 

The  two  other  accounts  receiving  RIT  interest  earnings  are 
the  hazardous  waste/CERCLA  account  and  the 
environmental  quality  protection  fund,  which  are 
administered  by  the  Department  of  Environmental  Quality. 

Hazardous  Waste/Comprehensive  Environmental  Response. 
Compensation,  and  Liability  Act  (CERCLA)  Account 

Funds  in  this  account  are  used  for  implementation  of  the 
Montana  Hazardous  Waste  Act,  for  the  state's  share  of 
CERCLA,  and  for  state  expenses  related  to  investigation  of 
specifically  defined  hazardous  waste. 

Environmental  Quality  Protection  Fund 

Funds  in  this  account  are  used  to  address  problems  caused 
by  the  release  of  hazardous  waste  at  sites  not  listed  in  the 
federal  superfund  priority  list. 
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1999  Biennium  Revenue  and  Appropriations 

The  following  table  shows  RIGWA  tax  proceeds  projections, 
RIT  interest  projections,  and  anticipated  revenue  to  and 
expenditures  from  the  RIT  interest  accounts  during  the  1999 
biennium.  The  table  reflects  ROC  revenue  estimates  and 
appropriations  requested  by  the  executive. 
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Table  2 
Interest  Earnings,  and  Related  Expenditure 
1999Biennium  Projections 

Accounts 

R1T  Trusi  Revenues  (ROC  Eslimates) 

RIGWAT  Proceeds-Coal  &  other  (45  90%  ) 
RIGWAT  Proceeds-Oil  (45.90%  ) 
RIGWAT  Proceeds-Natural  Gas  (45.90%) 
Metal  Mine  Tax  Proceeds  (8.50%) 

Total  Deposits 

Trust  Balance  (shooting  for  $100  million) 

Fiscal   1994 

$658,401 

706.1  19 

25  1  .727 

965.653 

$2,581,901 

$89,313,612 

Fiscal  1995 

$779,360 

612.640 

206.190 

700.217 

$2,298,406 

$91,612,018 

Fiscal  1996 

$581  .546 

766.565 

190.079 

0 

$1  .538.190 

$93,150,208 

Fiscal  1997 

$539,325 

566.169 

88.997 

0 

$1  .194.491 

$94,344,699 

Fiscal  1998 

$559,521 

542.270 

78.995 

474.045 

$1,654,831 

$95,999,531 

Fiscal   1999 

$551  .259 

536.720 

78.757 

542.725 

$1  .709.461 
$97,708,991 

HiscanWS 

i-iscai  iyyy — 

Uiennium   lotal 

RiT  Trust  Interest  Earnings  Projections 

$7. 887.010 

$7,992,235 

$15,879,245 

Priority  Statutory  Allocations  of  Interest  (Biennial) 

Environmental  Contingency  Account  (02107)* 

(175,000) 

0 

(175.000) 

Oil  &  Gas  Damage  Mitigation  Account  (02010)** 

(50.000) 

0 

(50,000) 

Renewable  Res   Grant  &  Loan  Program  (grants) 

(2.000,000) 

0 

(2,000,000) 

Reclamation  &  Development  Grants  (grants) 

(3,000.000) 

0 

(3.000.000) 

Water  Storage  Account  (02216) 

(500,000) 

0 

(500.000) 

Total  Allocations 

($5,725,000) 

$0 

($5,725,000) 

Amount  Available  for  Further  Distribution 

$2,162,010 

$7,992,235 

$10,154,245 

Related  Accounts  (1999  Biennium  Totals) 

Renewable 

Reclamation  & 

Hazardous             Environmental 

Groundwater 

Water 

Resource 

Development 

Waste/CERCLA     Qual 

ity  Protection 

Assessment 

Storage 

(02272) 

(02458) 

(02070) 

(02162) 

(02289)*** 

(02216) 

Further  Distribution  %  of  R1TT  Interest 

36% 

40% 

18% 

6% 

0% 

0% 

Beginning  Fiscal  1997  Fund  Balance 

S2.107.086 

SI. 976.208 

5667,133 

5977.549 

591.848 

5554.523 

Reserved  for  continuing  appropriations 

(4.167,430) 

(2.965.337) 

0 

0 

0 

(954.916 

Reserved  for  long-term  assets  (outstanding  loans) 

(1.257,511) 

0 

0 

0 

0 

0 

Reserved  for  long-term  advances 

0 

0 

0 

(115.000) 

0 

0 

Fiscal  1997  appropriations 

(2.027,027) 

(2,953,662) 

(1.416.719) 

(907.665) 

(666.000) 

(102.716 

Fiscal  1997  adjustments 

0 

0 

0 

0 

92.035 

0 

Fiscal  1997  revenues 

4,252.646 

4,054.574 

1.400.148 

753,383 

482.118 

0 

Available  Fund  Balance  Beginning  FY98 

($1,092,236) 

$111,783 

$650,561 

$708,266 

$0 

(S503.I09 

Revenues  (KUL.  agency  eslimates) 

RIT  Trust  Interest-direct 

$2,000,000 

$3,000,000 

$500,000 

RIT  Trust  Interest-further  distribution  (above  %) 

3.655.528 

4.061.698 

1,827.764 

609.255 

RIGWAT  Proceeds  (10%.  30%.  14.1%) 

511,200 

1.533.600 

720.792 

Metal  Mines  Tax  (4.8%,  2.2%) 

574.176 

263,164 

Coal  Tax  (Sweep  from  accts.  0401  1  and  04008) 

550,000 

RRD  Loan  Repayments 

224,000 

STIP  Interest 

40,000 

0 

Cost  Recoveries 

600.000 

Administrative  Fees 

12.000 

State-owned  Project  Revenue 

452.243 

Total  Revenues 

$7,404,971 

59,169.474 

$1,867,764 

S1.209.2SS 

$983,956 

$500,000 

Appropriations  (txecutive  budget) 

House  Bills  6  and  7 

$2,000,000 

$3,000,000 

MSU-Northern  (Statutorily  appropriated) 

480.000 

MSU-Bureau  of  Mines 

1,332.000 

DNRC  Centralized  Services  Division 

626,496 

230.296 

DNRC  Centralized  Services  New  Proposal 

22,846 

DNRC-Conservation  and  Res.  Devel.  Division 

1.268.158 

930.600 

DNRC-CARDD  Debt  Service  (Statutory  approp.) 

37.592 

DNRC-Water  Resources  Division 

1.589.324 

2.021.261 

DNRC-Water  Resources  New'  Proposal 

310.000 

DNRC-Reserved  Water  Rights  Compact  Comm. 

49.608 

675,936 

DEQ-Planning.  Prevention  &  Assistance 

98.340 

527.901 

25.036 

DEQ-Enforcement 

11.648 

174.258 

13.668 

DEQ-Remediation 

321.923 

1.631.456 

DEQ-Remediation  New  Proposal 

4.104 

DEQ-Permitting  &  Compliance 

1.962.957 

1,379,776 

Governor's  Office-Flathead  Basin  Commission 

88.510 

Judiciary-Water  Court 

1.133.718 

Judiciary-New  Proposal 

6.772 

Library  Commission-NRIS 

348.054 

308.096 

Legislature-Environmental  Quality  Council 

28.092 

Proposed  Executive  Pay  Plan 

68.091 

92.002 

37.238 

20.878 

0 

0 

Total  Appropriations 

58.029. 169 

S9. 359. 228 

S2, 441. 096 

$1,695,142 

SI. 332.000 

SO 

Projected  1999  Biennium  Ending  Balance 

($1,716,434) 

(577.971) 

577.230 

1722.375 

(5348,044) 

(S3. 1 09 

■        The  governor  must  report  on  the  expenditures  trom  the  environmental  contingency 

account  in  the  executive  budget.    Expenditures  are  statutorily  appropriated 

""     Amounts  are  deposited  to  the  oil  &  gas  damage  mitigation 

account  to  bring  the  bal 

ance  up  to  $200,000  (82-1 1-161, MCA).  All  money  in  the  account  is  statutorily  appropriated. 

•"  Amounts  are  deposited  to  the  groundwater  assessment  account  to  bring  ihc  balance 

up  to  $666,000.    A 

ny  excess  goes  to  the  RIT 

mist  (85-2-905. 

MCA). 
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